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FOREWORD 


Forensic accounting is hardly a new field, but in recent years, 
banks, insurance companies and even police agencies have 
increased the use of the experts in this field. Forensic accounting 
has come to limelight only recently due to rapid increase in 
Frauds and white-collar crimes and the belief that our law 
enforcement agencies do not have sufficient expertise or the time 
needed to uncover frauds. This book provides a readable 
material on forensic accounting and fraud examination, 
explaining clearly and concisely its principles and techniques. 
Forensic Accounting and Fraud Examination is a masterful 
compilation of the concepts found in this field. 


To write on almost any subject opens wide the door to criticisms 
that this or that aspect has been omitted, or has been dealt with 
too cursorily. To my mind, for an author to escape criticism such 
as these, in an essentially practical subject like forensic 
accounting and fraud examination may be seen as tackling the 
impossible. Be that as it may, the book Forensic Accounting and 
Fraud Examination by Dr. Godwin Emmanuel Oyedokun has 
adequately covered all ramifications of the principles and 
techniques of forensic accounting and fraud examination 
through the following chapters: Forensic Accounting 
Investigation Techniques: Any Rationalization? Relevance of Tax 
Audit and Tax Investigation in Nigeria; Imperatives of Tax Audit 
and Investigation for Revenue Generation in Nigeria; Creative 
Accounting as a Double-Sided Coin; Exploring the Media's Role 
in Fighting Fraud and Corruption; Approach to Forensic 
Accounting and Forensic Audit; Forensic Investigation and 


vii 


Forensic Audit Methodology in a Computerized Work 
Environment; Forensic Accounting and Investigation: A Means 
of Curbing Money Laundering Activities; Best Practices in 
Conducting Financial Investigations in a Cashed-Based Economy 
& Tax Implications; Forensic Investigation and Forensic Audit 
Methodology in a Computerized Work Environment; Forensic 
Accounting and Investigation: A Means of Curbing Money 
Laundering Activities; Managing the Risk of Fraud Investigation: 
From Investigation Room to Court Room, and Audit, 
Investigations and Forensic Accounting: Similarities and 
Differences. 


This book has been carefully designed to cover a range of 
material that is sufficiently comprehensive to accommodate 
various course objectives. It is highly recommended for 
Accountants both in the public and private sector, professionals, 
academics, and researchers who require detailed knowledge. 

Dr. Godwin Emmanuel Oyedokun has brought his long years of 
experience as a lecturer and specialist on the subject by making 
the subject as accessible as possible to the non-specialists or 
general readers requiring an appreciation of forensic accounting 
and fraud examination. 


I, therefore, recommend this book to students of accountancy 
and related fields at the undergraduate and the postgraduate 
levels and lecturers of Accountancy and related fields. 


Dr. Babatunde A. Lawal, B.Sc. (Hons), M.Sc. MBA, Ph.D. 
Head of Department of Accounting & Finance, McPherson 
University, Ogun State, Nigeria. 
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PREFACE 


Articles and papers in this book, Compendium of Writings in 
Forensic Accounting and Fraud Examination are independent 
and complete researches in their rights. Putting them together is 
as a result of requests of my students, friends and colleagues at 
various times expressing their interest in having them in a single 
book of this nature and my conviction that it would be yet 
another way of improving the frontiers of knowledge in forensic 
accounting and fraud examination. 


Previously, efforts have been made to have them in an electronic 
form on various academic and professional platforms such as 
www.ssrn.org, Wwww.academia.edu, www.researchgate.net, 
www.slideshare.com and host of others. 


This is an effort to document the author’s researches and past 
professional presentations in the field of forensic accounting and 
fraud examination as one of the leaders in the field. No 
assumption is made in this book to suggest that readers have no 
previous knowledge, but this book will help in no small measure 
to confirm, modify and reassure the readers on the controversial 
concepts in the field of study. 


This book contains, articles, conference papers and academic 
seminar papers prepared and delivered by the author within the 
period of year 2012 and 2016. It is an-eleven article-based 
compendium and it is organized in no particular order of 
reading, the compendium has the following articles: the 
Principles and Techniques of Forensic Accounting nd Fraud 
Examination: Forensic Accounting Investigation Techniques: 
Any Rationalization? Relevance of Tax Audit and Tax 


Investigation in Nigeria; Imperatives of Tax Audit and 
Investigation for Revenue Generation in Nigeria; Creative 
Accounting as a Double-Sided Coin; Exploring the Media's Role 
in Fighting Fraud and Corruption; Approach to Forensic 
Accounting and Forensic Audit; Forensic Investigation and 
Forensic Audit Methodology in a Computerized Work 
Environment; Forensic Accounting and Investigation: A Means 
of Curbing Money Laundering Activities; Best Practices in 
Conducting Financial Investigations in a Cashed-Based Economy 
& Tax Implications; Forensic Investigation and Forensic Audit 
Methodology in a Computerized Work Environment; Forensic 
Accounting and Investigation: A Means of Curbing Money 
Laundering Activities; Managing the Risk of Fraud Investigation: 
From Investigation Room to Court Room, and Audit, 
Investigations and Forensic Accounting: Similarities and 
Differences. 


Readers can pick any part of this book which is independent of 
others and still loose nothing in terms of understanding and 
contents. The book is written in a plain language, closely linked 
and devoid of professional jargon. Though it may not necessarily 
represent the opinion of others in the field, it is a product of 
careful studies, researches and practices over time. It is, 
therefore, a must read for all professionals in the field of 
accounting, finance and forensics including fraud examination 
while further criticisms are welcome for inclusion on the revised 
edition. 


Dr. Godwin Emmanuel Oyedokun 
godwinoye@yahoo.com; info@ogecops.com 
November 2017 
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CHAPTER ONE 
BEST PRACTICES IN CONDUCTING FINANCIAL 
INVESTIGATIONS IN CASHED-BASED ECONOMY & TAX 
IMPLICATIONS 


Abstract 


This paper seeks to address the challenges of tracking money 
sources in a Cashed-Based Economy by considering the best 
practices in conducting financial investigations in this area and 
detecting Money Laundering, using forensic accounting 
techniques. Answers were provided to the following fundamental 
questions: what to when accurate data are missing, incomplete or 
unreliable; how to ensure that employees’ personal safety is not 
at risk; how to check the accuracy of information using the 
concept of fraud, fraud triangle and the triangle of fraud action 
within the concept of forensic accounting techniques. This paper 
also revealed the behavior that the forensic accountants and 
investigators must displayed in court when defending his/her 
report. 


Key words: Data, Fraud Triangle, Forensic Accounting, Money 
Laundering, Economy 


1.0. Introduction 

Conducting investigation in cashed-based economy could be so 
tasking to the extent that if care is not taken, it may amount to 
wasted effort, both in term of fund and human resources 
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employed in the course of the investigation. World economy is in 
stimulating, though challenging times. Effort must be made and 
proper foundations must be laid to check the effect of the 
challenges that come with these times. 


Fraud and corruption risks are not going away. In the words of 
Amato (2014), the threats facing companies doing business 
anywhere, but especially in emerging markets, are growing in 
number and complexity. These professionals in anti-fraud and 
forensic investigators must rise up to the occasion. It has been 
proven that traditional investigative skill can no longer resolve 
the challenges posed by the fraudster in this century. 


According to Ezumba (2010), “acashless economy is simply at its 
prime when all means of payments are carried out without the 
use of physical cash. Payments will range from a list of options 
such as cheques, wire transfers, debit and credit cards, online 
transactions, and mobile banking. The advantages of a cashless 
society are enormous; from regulating, controlling, and securing 


the financial system of any economy”. 


It is pertinent to also note that the attitude of the concerned 
citizen has not changed from the pre- cashless regime. This to 
many will prevent them from having access to cash that can be 
used in financing terrorism, procurement of illegal firearms, etc. 
Activities in cashed-based economy, without any doubt, will 


reduce the tax income to the government. Money Laundering on 
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the other hand, according to Investopedia is the process of 
creating the appearance that large amounts of money obtained 
from serious crimes, such as drug trafficking or terrorist activity, 
originated from a legitimate source. This is also made possible as 
aresult of free flow of cash in economy. 


Money laundering happens in almost every country in the world, 
and it is a single scheme which typically involves transferring 
money through several countries in order to obscure its origins. 


This article will explore the Best Practices in conducting financial 
investigations in a cashed-based Economy by exposing the 
readers to the concepts that closely relate to the understanding of 
the key words in this article. 


2.0. Methodology 

In putting this presentation on “Best Practices in Conducting 
Financial Investigations in a Cashed-Based Economy’, 
contents analysis method was adopted as a result of the nature of 
the paper. The source of data was secondary and, where available 
literature on forensic accounting, investigation and money 
laundering were reviewed to come up with an informed 
conclusion and recommendations for the purpose of increasing 
the frontiers of knowledge. 


3.0. Corruption and its Challenges 
Corruption is the violation of the obligations of probity, fidelity 
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and impartiality in the exercise of a public service, to the 
detriment of the user. Corruption is said to have taken place 
when an individual is paid to perform or refrain from 
performing his duty either with gifts, promises or presents; 
corruption is also deemed to have occurred when an individual 
pays a compliant professional to do his work or to refrain from 
doing so (Gerddes-Cameroon, 1999). 


Wrongful use of influence to procure a benefit for the actor or 
another person, contrary to the duty or rights of others, is 
corruption (ACFE, 2013:261). Corruption also describes all sort 
of wrongful acts aimed at taking undue advantage at the expense 
of others. 


Fraud and official corruption globally have taken monumental 
strides and so also have been efforts to curb them. Forensic 
investigations and accounting as seen from the curriculum of the 
few institutions offering them as a course or part of a course have 
been mostly characterized by investigations into money 
laundering cases, tracking of illegal money flow, detection of 
financial fraud in financial institutions, prevention of insider 


abuse and many more (Enyi, 2008). 


To World Bank, addressing financial crime is challenging, 
because gathering evidence of the actual criminal acts is very 
difficult, especially in a cross-border context. Using financial 
flows as a proxy, anti-money laundering efforts follow the money 
trail to pursue criminals and deprive them of their ill-gotten 
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gains. Anti-money laundering also allows for the targeting of 
those who aid and abet criminals (intermediaries), and eases 
international cooperation towards the prosecution of financial 
crimes. 


So many lives have been lost in the bid to tracing, investigating, 
exposing, prosecuting and serving as expert witness in financial 
investigation of this nature. This then leaves the professional 
forensic investigators to no other option than to explore the best 


practices in conduction investigation of this nature. 


4.0. Cashed-Based Economy 


According to collinsdictionary.com, cashed-based economy is an 
economic system, or part of one, in which financial transactions 
are carried out in cash rather than via direct debit, standing 
order, bank transfer, or credit card. In this type of economy, it 
will be very difficult to trace the flow of fund and the possibility of 
government losing tax income is very high. It is an unofficial or 
illegal part of the economy, where goods and services are paid for 
in cash, and therefore not declared for tax (qfinance.com) 


Cashed-based economy is not the same with cash basis of 
accounting which is a major accounting method that recognizes 
revenues and expenses at the time physical cash is actually 
received or paid out. 

Cashed-based Economy is similar to black economy or 
underground economy. 
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4.1. Black Economy 

A black economy is an economy where goods and services are 
paid for in cash, and therefore not declared for tax 
(Investopodia). Activities in Black Economy are usually 
untraceable, and hence untaxable, it involves business dealings 
that are not reflected in a country's gross domestic product 
(GDP) computations. 


According to Business Dictionary.com, black or cash economy is 
an integral part of most third-world and many first-world 
economies, it is a cash based system in which transaction records 
are kept in secret account books (called 'number two' accounts). 
Though it employs illegal (and even criminal) methods, it is a 
survival practice in repressive tax regimens or where legitimate 
expression of entrepreneurial activity is made unnecessarily 
difficult by amaze of regulations. 


Black economy and black money go hand in hand. It is also called 
parallel economy, shadow economy, or underground economy 
(Business Dictionary.com). 


4.2. Fraud Triangle 


Pressure 


Opportunity Rationalization 
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According to the analysis made by Dada (2013) on fraud triangle 
analysis by Montgomery, et al. (2002), input from forensic 
experts, academics and others consistently showed that 
evaluation of information about fraud was enhanced when 
auditors considered it in the context of these three conditions: 
opportunity, pressure and rationalization. 


The Fraud Triangle implies interrelationships between the three 
categories. In their model, however, the three categories are not 
shown as being the three points of the triangle, but are connected 
by two relationships one between management integrity and No 
Incentives, and a second between management integrity and No 
opportunities. 


According to Dada (2013), the relationship creates a possible 
two-way interaction between integrity and incentives. This 
relationship recognizes that at lower levels of incentives, a 
manager may exhibit very high integrity and not only may fail to 
respond to such incentives, but may work to reduce them. At 
higher levels of incentives, however, that same manager may 
decide that the incentives may be so compelling that his integrity 
is compromised and the rewards offered are sought actively 
(with reference to a popular saying, “Every man has his price”). 
The relationship also recognizes that a manager with a lower 
level of integrity may seek to create or increase existing 
incentives. 


Dada (2013) summarized that, pressure is what causes a person 
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to commit fraud. Pressure can include almost anything including 
family needs, expensive tastes, or addiction problems. Most of 
the time, pressure comes froma significant financial need which, 
in the eyes of the fraudster, is a problem that must be solved in 
secret. However, some frauds are committed simply out of greed 
alone. Opportunity is the ability to commit fraud as a result of 
weak internal controls, poor management oversight, or through 
the use of one's position and authority. Failure to establish 
adequate procedures to detect fraudulent activity also increases 
the opportunities for fraud to occur. Of the three elements, 
opportunity is the one that organizations have the most control 
over. 


Rationalization is a crucial component in most frauds. 
Rationalization involves a person reconciling his/her behaviour 
(stealing) with the commonly accepted notions of decency and 
trust. Some common rationalizations for committing fraud are 
that the person believes committing fraud is justified to save a 
family member or loved one; the person believes that no help is 
available from outside; the person labels the theft as 
“borrowing”, and fully intends to pay the stolen money back at 
some point; or because of job dissatisfaction (poor salaries, job 
environment, treatment by managers) (Dada 2013). 


7.5. Triangle of Fraud Action 

Albrecht et al (2006) and Kranacher et al (2011) described the 
action an individual must perform to perpetrate fraud as follows: 
The Action - the execution of the fraud, embezzlement, cheque 
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kiting or material fraudulent financial reporting. 


Concealment- hiding of the fraud action by raising false journal, 
falsification of bank reconciliation and destroying files 


Conversion - this is the process of turning the gains from fraud 
into something useable by the perpetrator for instance, money 


laundered turned into cars or house. 


The Triangle of Fraud Action can be documented, controlled and 
detected by anti-fraud professionals. Where Fraud Triangle 
points investigator to why people might commit fraud, the 
evidentiary trail might be weak or non-existent. For instance, 
pressure and rationalization are not directly observable. 


Lack of fraud evidence is not a proof that fraud had not occur. 
Hence, anti-fraud professionals need an evidence based 
approach to conduct investigation. The Triangle of fraud Action, 
therefore, helps in detecting white collar crimes and obtaining 
prosecutorial evidence where it makes it difficult to argue that 
the fraudulent act was accidental. This is where Forensic 
Accounting Technique is relevant (Ramamoorti 2008, Dada 
2013). 


8.0. Investigations 
Investigation is the act or process of investigating or the 
condition of being investigated. A searching inquiry for 


ascertaining facts; detailed or careful examination 
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(dictionary.reference.com). 


Investigation is a vital part of forensic accounting and auditing 
process but only applied when the event or transaction is 
beclouded. It is carried out when a lapse has been established to 
ascertain who is responsible, the reason for the action including 
the extent of damage if any. It could be referred to as a detailed 
verification and clarification of doubt about a transaction or 


event. 


It is the search and examination of the particulars of an event to 
determine the hidden, unique, or complex facts surrounding the 
event. A deliberate search and review of records in accordance 
with the laid down and agreed policies in order to ascertain if and 
why the keeping of the records resulted in a gap and the 
responsible person. 


Investigation is a structured gathering of documentary evidence 
and testimony to resolve an allegation of improper activity. 


In most cases, fraud investigations are investigations of white 
collar crime, which involves surveillance and careful 


consideration of complicated financial records. 


8.1. Interview and Interrogation 
Interview and Interrogation are two major techniques in 


investigation. That are used to elicit responses from the suspect 
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or accused. It should, however, be noted that the investigator 
(interviewer or interrogator) cannot usurp the power of the 
court of competent jurisdiction by pronouncing the suspect or 
accused guilty. His/her role is to gather evidence that can be used 
to prove or disprove the act in issue (Fred, John, Joseph, Brian, 
2004, Oyedokun, 2014). 


According to Fred, John, Joseph, Brian (2004), an interview is 
non-accusatory. Even if the investigator has clear reason to 
believe that the suspect is involved in the crime or has lied he 
should still not accuse. If the investigator does not accuse the 
suspect while interviewing him he can establish a much better 
rapport with the suspect that will assist him in an interrogation 


after the interview. 


“Interrogation is an art. You can master it through your study 
and experience. A good investigator is not necessarily a good 
interrogator. To be a good interrogator you need to be a good 
actor and must have an insight of human psychology. You should 
be able to act according to age, profession and intellect of the 
individual suspect because a suspect could be a lawyer, doctor, 
scientist, professor, manager or an unskilled laborer and, could 
bea child, teenager, adult and senior” (Fred, John, Joseph, Brian, 
2004). 


The difference between interview and interrogation is that an 


interview is conducted in a cordial atmosphere where a witness 
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is more comfortable physically and psychologically. On the other 
hand, whenever a person is questioned in an uncomfortable 
atmosphere (interrogation room) where he is under the 
psychological pressure, it is an interrogation. Interrogator, in 
this case, has more psychological advantage than his suspect. 
Interrogation is a kind of psychological warfare between 
interrogator and suspect. Only when an interrogator 
overpowers a suspect psychologically, he gets a confession or the 
fact of a case which is not possible otherwise (Becca and Jay, 
2004). 


9.0. Concepts of Forensic & Forensic Accounting 


According to Webster's Dictionary, Forensic means, 
"Belonging to, used in or suitable to courts of judicature or to 
public discussion and debate.” 


In the-free-dictionary.com forensic is defined as “relating to, 
used in, or appropriate for courts of law or for public discussion 
or argumentation”. It also means “relating to, or used in debate 
or argument; rhetorical”. It was also further stated to mean 
relating to the use of science or technology in the investigation 
and establishment of facts or evidence in a court of law: e.g. a 
forensic laboratory. 


“Forensic Accounting is a Scientific Accounting method of 


uncovering, resolving, analyzing and presenting fraud matters 
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in a manner that is acceptable in the court of law” (Oyedokun 
2013), 


The integration of accounting, auditing and investigative skills 
yields the specialty known as Forensic Accounting. 


Forensic Accounting thus provides an accounting analysis that is 
suitable to the court which will form the basis for discussion, 
debate and ultimately dispute resolution. 


Forensic Accounting encompasses both Litigation Support and 
Investigative Accounting. 


Forensic Accountant, utilize accounting, auditing and 
investigative skills when conducting an investigation. They 
equally have ability to respond immediately and communicate 
financial information clearly and concisely in a courtroom 


setting while serving as expert witness. 


Forensic Accounting, according to Black law dictionary, is stated 
as “used in or suitable for court of law or public debate”. 


In the word of Owojori & Asaolu (2009), forensic accounting is 
different from the old debit or credit accounting as it provides an 
accounting analysis that is suitable to the organization which will 
help in resolving the disputes that arise in the organization. 
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Oyedokun (2014) explained that forensic accounting could 
further be explained to mean the application of accounting 
knowledge, methods, and standards for the follow up and 
collection of forensic audit trail to track and trap criminals at 
their own game. It utilizes as its baseline, an understanding of the 
business information, financial reporting system, accounting 


and auditing standards and procedures. 


According to ACFE (2013), forensic accountants combine their 
accounting knowledge with investigative skills, using this unique 
combination in litigation support and investigative accounting 
settings. Forensic accountants may be employed by public 
accounting firms' forensic accounting divisions, by firms 
specializing in risk consulting and forensic accounting services, 
or by lawyers, law enforcement agencies, insurance companies, 
government organizations, or financial institutions. Due to 
society's heightened awareness and growing intolerance of 
fraudulent activity, demand for forensic accountants is rapidly 


increasing. 


9.1. Forensic Investigation & Audit 


Forensic investigation is the utilization of specialized 
investigative skills in carrying out an inquiry conducted in sucha 
manner that the outcome will have application to a court of law. 
Forensic Investigators are to be grounded in accounting, 
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medicine, engineering or some other discipline. 


Forensic investigation is the examination of evidence regarding 
an assertion to determine its correspondence to established 
criteria carried out ina manner suitable to the court. An example 
would be a Forensic Audit of sales records to determine the 
quantum of rent owing under a lease agreement, which is the 


subject of litigation. 


Based on their financial-economical and audit backgrounds, 
forensic auditors are usually involved in finding facts in order to 
resolving commercial or legal disputes, often after a suspicion of 
fraud. As legislation and culture varies per country, there exists 
not one single definition of forensic audit. In Belgium, forensic 
audit is defined as follows: 


“Forensic audit is the activity that consists of gathering, 
verifying, processing, analyzing of and reporting on data 
in order to obtain facts and/or evidence - in a predefined 
context - in the area of legal/financial disputes and or 
irregularities (including fraud) and giving preventative 


advice”. 


10.0. Money Laundering 
Min Zhu, Deputy Managing Director of the IMF affirmed that 
“Effective anti-money laundering and combating the financing of 
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terrorism regimes are essential to protect the integrity of markets 
and of the global financial framework as they help mitigate the 
factors that facilitate financial abuse.” 


The goal of a large number of criminal acts is to generate profit 
for the individual or group that carries out the act. Money 
Laundering is the processing of these criminal proceeds to 
disguise their illegal origin. This process is of critical importance, 
as it enables the criminal to enjoy these profits without 
jeopardizing their source. 


Illegal arms sales, smuggling, and the activities of organized 
crime, including for example drug trafficking and prostitution 
rings can generate huge amounts of proceeds. Embezzlement, 
insider trading, bribery and computer fraud schemes can also 
produce large profits and create the incentive to “legitimize” the 
ill-gotten gains through money laundering. 


When a criminal activity generates substantial profits, the 
individual or group involved must find a way to control the funds 
without attracting attention to the underlying activity or the 
persons involved. Criminals do this by disguising the sources, 
changing the form, or moving the funds to a place where they are 
less likely to attract attention (Financial Action Task Force 
“FATF”). 
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Money laundering, according to Bruce (nd), is the disguising of 
funds derived from illicit activity so that they may be used 
without detection of the illegal activity that produced them. 
Money laundering involves three stages: placement, layering and 
integration. 


Money laundering are also known as money laundering cycle. It 
is broken down into three distinct stages and it is, however, 
important to remember that money laundering is a single 
process. The stages of money laundering include the: 


e Placement Stage 
e Layering Stage 


e Integration Stage 


Steel (nd) also explained that three are distinct stages of money 
laundering, i.e. placement, layering and integration as follows: 


Placement 

This is the first stage in the washing cycle. Money laundering is a 
"cash-intensive" business, generating vast amounts of cash from 
illegal activities (for example, street dealing of drugs where 
payment takes the form of cash in small denominations). The 
monies are placed into the financial system or retail economy or 
are smuggled out of the country. The aims of the launderer are to 
remove the cash from the location of acquisition so as to avoid 
detection from the authorities and to then transform it into other 
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asset forms; for example: travelers cheques, postal orders, etc. 


Layering 

In the course of layering, there is the first attempt at concealment 
or disguise of the source of the ownership of the funds by creating 
complex layers of financial transactions designed to disguise the 
audit trail and provide anonymity. The purpose of layering is to 
disassociate the illegal monies from the source of the crime by 
purposely creating a complex web of financial transactions 
aimed at concealing any audit trail as well as the source and 
ownership of funds. 


Integration 

The final stage in the process. It is this stage at which the money 
is integrated into the legitimate economic and financial system 
and is assimilated with all other assets in the system. Integration 
of the "cleaned" money into the economy is accomplished by the 
launderer making it appear to have been legally earned. By this 
stage, it is exceedingly difficult to distinguish legal and illegal 
wealth. 


10.1. Taxation and Money Laundry 

Taxation in any country in the world is statutory, which then 
mean that every type of tax is governed by a separate legislation, 
and it behooves every citizen to comply with all laws. 


In Nigeria, the Constitution of the Federal Republic of Nigeria 
1999 (as amended) makes it mandatory for every citizen to 


Best Practices in Conducting Financial Investigations in Cashed Based Economy... 19 


declare his income and to appropriately pay tax on such income. 
Most especially, Section 24 (f) of the constitution provides that “it 
shall be the duty of every citizen to declare his income honestly to 
appropriate and lawful agencies and to pay his tax promptly”. 


Some problems of fraudulent activities and money laundry as 
identified by Layton (2014), are more on local scale and relate to 
taxation and small-business competition. Laundered money is 
usually untaxed, meaning the rest of the citizen ultimately have 
to make up the loss in tax revenue. Also, legitimate small 
businesses cannot compete with money-laundering front 
businesses that can afford to sell a product for cheaper because 
their primary purpose is to clean money, not turn a profit. It is a 
general knowledge that government tax income will reduce if the 
most of the entities in such country operate in black economy or 
underground economy. Operators in black economy or 
underground economy have so much cash coming in that they 
might even sell a product or service below cost. 


Taxation which has become a veritable tool for revenue 
generation in most countries is also being used as a fiscal weapon 
in planning and directing the economy, especially for achieving 
specific economic objectives of a nation. However, much of these 
government intentions would not be achieved in the economy 
cashed based. 


11.0. Forensic Accountants in Court 


Zysman, (2004), in his words recognized that in court, the 
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forensic accountant can be an expert witness, a consultant, or 
play other roles such as Trier of fact, special master, court- 
appointed expert, referee, arbitrator, or mediator. A key piece of 
evidence is the report of the forensic accountant. The fraud 
report should not be accusatory or conclusive as to guilt. It is 
critical to ensure that the tone of the report is not inflammatory 
or prejudicial. The fraud trial can be a civil or a criminal trial. In 
either case, the role of the forensic accountant is to study relevant 
materials documents, and the authoritative literature relating to 
the case at hand. Direct and cross examination questions will be 
asked, and the forensic accountant has the responsibility to 


answer these questions clearly and concisely (Zysman, 2004). 


12.0. Conclusion and Recommendation 


Cashed-based economy is an economic system, or part of one, in 
which financial transactions are carried out in cash rather than 
via direct debit, standing order, bank transfer, or credit card. It 
was noted that in this type of economy, it is difficult to trace the 
flow of fund and the possibility of government losing tax income 
is very high. Government tax income is always badly affected if 
the most of the entities in such country operate in black economy 


or underground economy. 


Layton (2014) concludes that criminals launder anywhere 
between $500 billion and $1 trillion worldwide every year and 
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that the global effect is staggering in social, economic and 
security terms. The economic effects are on a broader scale. 
Developing countries often bear the brunt of modern money 
laundering because the governments are still in the process of 
establishing regulations for their newly privatized financial 
sectors. This makes them prime targets. 


It is evident in this presentation that there are a number of best 
practices in conducting financial investigation, however, the 
investigator needs to observe and respect the rights of the 
accused/suspect and involve law enforcement agencies before 
conducting financial investigation as the likelihood of the matter 
ending in litigation is high. 


It is, therefore, recommended that forensic accounting and 
forensic investigation techniques should be employed while 
conducting world class financial investigation before it can be 
said to be able to stand the test of time in court of law. The 
investigators should take it as point of best practices in 
consulting legal practitioners and relevant Government agencies 
before venturing into the financial investigation. 


Governments of each of the countries is to intensify efforts in 
ensuring that the Cashless policy in respective countries is 
working. In the word of the Central Bank of Nigeria through one 
of its deputy Governors Kingsley Moghalu, “Nigeria is 
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predominantly a cash-based society and this is not good for us. 
This is why the CBN decided to launch the Cash-Lite Policy; so 
that Nigeria can join other developed economies that adopted 
cashless society”. The nation (Nigeria) runs a cash-based 
economy and this informed the central bank's Cash-Lite Policy 
which aims to reduce the amount of cash in circulation (Moghalu 
2014) in Tarpel (2014). 
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CHAPTER TWO 
MANAGING THE RISK OF FRAUD INVESTIGATION: 
FROM INVESTIGATION ROOM TO COURT ROOM’ 


Abstract 

Fraud examiners and anti-fraud Professionals are usually 
exposed to various risks in their bid to eliciting responses from 
the suspects. This is usually in form of criminal charges filed 
against the fraud examiners and possible expulsion of the 
evidence at the trail. This paper considered and explored the 
Concept of Investigation, how to handle Fraud Investigation, the 
legal rights of the suspect during and after Fraud Investigation, 
the best way to handle Fraud Investigation & Evidence and 
intimate the readers on the role of Fraud Investigation as Expert 
Witness in Court of Law. 


Key words: Fraud Investigation, Risk Management, Expert 
witness, Court System, Evidence 


1.0. Introduction 

Fraud is an intentional perversion of truth for the purpose of 
inducing another in reliance upon it to part with some valuable 
thing belonging to him or to surrender a legal right. A false 
representation of a matter of fact, whether by words or conduct, 
by false or misleading allegations, or by concealment of that 


1; Being a paper delivered at the 7th Annual ACFE Africa Conference & 
Exhibition, held at Convention Centre Sandton, Johannesburg South 
Africa on October 6 - 8, 2014: Theme: “Interdependency to Success” 
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which should have been disclosed, which deceives and is 
intended to deceive another so that he shall act upon it to his legal 
injury (Black's Law Dictionary). To Grazioli et al. (2006) in 
Ramamoorti (2008), fraud involves intentional acts and is 
perpetrated by human beings using deception, trickery, and 
cunning that can be broadly classified as comprising two types of 
misrepresentation: suggestio falsi (suggestion of falsehood) or 
suppressio veri (suppression of truth). 


Fraud examinations might lead to legal action, fraud examiners 
should be familiar with the basic rights and freedoms of those 
involved in investigations, especially of those suspected of fraud. 
Being knowledgeable about individuals' basic rights and 
freedoms is particularly important for fraud examiners 
conducting investigations that could result in criminal action. 
The gathering of evidence in violation of the law may result in the 
expulsion of that evidence later at a criminal trial (ACFE, 2014). 
Accordingly, if the fraud examiner has any reason to believe that 
his investigation might ultimately result in legal action being 
taken against the subject of an examination, it is best to conduct 
the investigation in accordance with the rights guaranteed under 
the applicable laws (Fraud Examiner Manual, 2014). 


Conducting investigation with best practices will guarantee the 
avoidance of associated risk faced by the investigator/examiner 
when conducting fraud investigation. The most difficult thing to 
prove is fraudulent intent, therefore, fraud examiners should 
understand how this risk can impact negatively on the job and 
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fully understand the basis of risk management and most 
importantly, fraud risk management. According to Broad. J 
(2014), effective risk management is composed of four basic 
components: framing the risk, assessing the risk, responding to 
the risk, and monitoring the risk. Each component is 
interrelated and lines of communication go between them. One 
of the skills set for fraud examiner and investigator is fraud risk 


management. 


Though the field of risk management has attracted increased 
mainstream attention in the wake of the economic meltdown as 
the public has begun to comprehend the negative effects of 
uncontained risk. It has, however, been noted that many risk 
management professionals tend to underestimate the role of 
fraud in the scope of their professional duties (Pwecn 2014). This 
paper does not pretend to cover all aspects of risk management 
but its concern is in the area of possible exposure while 


conducting fraud investigation. 


2.0. Lie, Fraud, and Fraud Investigation 
2.1. Lie and Fraud Defined 


Lie is a false statement made with deliberate intent to deceive; it 
is an intentional untruth and a falsehood. Lie is something 
intended or serving to convey a false impression; imposture; an 
inaccurate or false statement; a falsehood. It also means to speak 
falsely or utter untruth knowingly, as with intent to deceive or to 
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express what is false; convey a false impression 


(dictionary.reference.com). 


Alie is an intentionally false statement to a person or group made 
by another person or group who knows it is not the whole truth. 
Lies can be told for various reasons and with various amounts of 
success (Freitas-Magalhaes, 2013). 


Black's Law Dictionary defined fraud as “An intentional 
perversion of truth for the purpose of inducing another in 
reliance upon it to part with some valuable thing belonging to 
him or to surrender a legal right. A false representation of a 
matter of fact, whether by words or conduct, by false or 
misleading allegations, or by concealment of that which should 
have been disclosed, which deceives and is intended to deceive 
another so that he shall act upon it to his legal injury. 


Anything calculated to deceive, whether by a single act or 
combination, or by suppression of the truth, or suggestion of 
what is false, whether it be by direct falsehood or innuendo, by 
speech or silence, word of mouth, or look or gesture. A generic 
term, embracing all multifarious means which human ingenuity 
can devise, and which are resorted to by one individual to get 
advantage over another by false suggestions or by suppression of 
truth, and includes surprise, trick, cunning, dissembling, and 
any unfair way by which another is cheated (Dada, 2013). 


Fraud is an intentional (deliberate) deception resulting in injury 
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to another person. Fraud is a deliberate misrepresentation which 
causes another person to suffer damages, usually monetary 
losses. Most people consider the act of lying to be fraudulent, but 
in a legal sense, lying is only one small element of actual fraud. 
Fraud usually involves lying for a specific gain that causes 
someone loss while lying does not always include hurt. 


For example, if you take your car to an unscrupulous mechanic, 
he may tell you that he makes one hundred thousand Naira a 
year. If this is a lie, it does not hurt you. However, if your car does 
not need repairs, but the mechanic convinces you that your car 
needs #50,000.00 in body work, the mechanic has committed 
fraud because he has twisted the truth in a way that means 
financial loss for you (Zysman 2004, Albrecht, 2006, Oyedokun, 
2013). 


The term "fraud" according to the Institute of Chartered 
Accountants of India (ICAI) refers to an intentional act by one or 
more individuals among management, those charged with 
governance, employees, or third parties, involving the use of 
deception to obtain an unjust or illegal advantage. Although 
fraud is a broad legal concept, the auditor is concerned with 
fraudulent acts that cause a material misstatement in the 
financial statements. Misstatement of the financial statements 
may not be the objective of some frauds. Auditors do not make 
legal determinations of whether fraud has actually occurred. 
Fraud involving one or more members of management or those 


charged with governance is referred to as "management fraud"; 
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fraud involving only employees of the entity is referred to as 
"employee fraud". In either case, there may be collusion with 
third parties outside the entity. 


Institute of Chartered Accountants of India (ICAI) opines that the 
distinguishing factor between fraud and error is whether the 
underlying action that results in the misstatement in the 
financial statements is intentional or unintentional. Unlike error, 
fraud is intentional and usually involves deliberate concealment 
of the facts. While the auditor may be able to identify potential 
opportunities for fraud to be perpetrated, it is difficult, if not 
impossible, for the auditor to determine the intent, particularly 
in matters involving management judgment, such as accounting 
estimates and the appropriate application of accounting 
principles. 


Okafor (2004) as cited in Shanikat & Khan (2013) reported that 
fraud is a generic term and embraces all the multifarious means 
which human ingenuity can devise, which are resorted to by one 
individual to get advantage over another in false representation. 
According to Anyanwu (1993) in Shanikat & Khan (2013), fraud 
is an act or course of deception, deliberately practiced to gain 
unlawful or unfair advantage; such deception directed to the 
detriment of another. Accounting fraud is an act of knowingly 
falsifying accounting records, such as sales or cost records, in 
order to boost the net income or sales figures: Accounting fraud 
is illegal and subjects the company and the executives involved to 
civil lawsuits (Arokiasamy and Cristal, 2009). Shanikat & Khan 
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(2013) state that Company's officials may resort to accounting 
fraud to reverse loss or to ensure that they meet earning 
expectations from shareholders or the public. 


Also, Skalak, Alas, and Sellitto (2011:2) opine that all acts of fraud 
can be distilled into four basic elements viz: 


i. Afalse representation ofa material nature 

ii. Scienter-knowledge that the representation is false, or 
reckless disregard for the truth 

iii. Reliance - the person receiving the representation 
reasonably and justifiably relied on it 

iv. Damages - financial damages resulting from all of the 


foregoing 


Albrecht's (2006) research included an examination of red flags 
or indicators of occupational fraud and abuse that fell into two 
principal categories: perpetrator characteristics and 
organizational environment. The purpose of the study was to 
determine which of the red flags were most important to the 
commission (and therefore to the detection and prevention) of 
fraud. The researchers gave study participants two sets of 25 
motivating factors and asked which factors were present in the 
frauds they had dealt with. Participants were asked to rank these 
factors on a seven-point scale indicating the degree to which each 
factor existed in their specific frauds. 

The ten most highly ranked factors from the list dealing with 
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organisational environment were: 


8. 
9, 


Placing too much trust in key employees 

Lack of proper procedures for authorisation of 
transactions 

Inadequate disclosures of personal investments and 
incomes 

No separation of authorisation of transactions from the 
custody of related assets 

Lack of independent checks on performance 

Inadequate attention to details 

No separation of custody of assets from the accounting 
for those assets 

No separation of duties between accounting functions 


Lack of clear lines of authority and responsibility 


10. Department that is not frequently reviewed by internal 


auditors 


(Fraud examiner Manual 2014; P 4.236 - 4.238) 


According to Dr. Steve Albrecht, perpetrators who were 


interested primarily in “beating the system” committed larger 


frauds. However, perpetrators who believed their pay was not 


adequate committed primarily small frauds. Lack of segregation 


of responsibilities, placing undeserved trust in key employees, 


imposing unrealistic goals, and operating on a crisis basis were 


all the pressures or weaknesses associated with large frauds. 
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College graduates were less likely to spend the proceeds of their 
loot to go on extravagant holidays, purchase recreational 
property, support extramarital relationships, and buy expensive 
automobiles. Finally, those with lower salaries were more likely 


to have a prior criminal record (Fraud examiner Manual 2014; P 


4.239). 


According to Lameck (nd), prevention of fraud should be an 
ongoing process in any organization, with the ultimate goal 
being to mitigate losses. Detection of fraud, on the other hand, 
ensures the necessary disciplinary or legal recourse is taken to 
prevent future occurrences of fraud. Forensic accounting 
ensures that accounting policies and systems are followed to the 
letter -- and that any unusual items introduced in such a system 
are detected. 


2.2. Investigations 

Investigation is the act or process of investigating or the 
condition of being investigated. A searching inquiry for 
ascertaining facts; detailed or careful examination 


(dictionary.reference.com). 


Investigation is a vital part of forensic accounting and auditing 
process but only applied when the event or transaction is 
beclouded. It is carried out when lapse has been established to 
ascertain who is responsible, the reason for the action including 
the extent of damage if any. It could be referred to as a detailed 
verification and clarification of doubt about a transaction or 
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event. 


It is the search and examination of the particulars of an event to 
determine the hidden, unique, or complex facts surrounding the 
event. A deliberate search and review of records in accordance 
with the laid down and agreed policies in order to ascertain if and 
why the keeping of the records resulted in a gap and the 
responsible person. Investigation is a structured gathering of 
documentary evidence and testimony to resolve an allegation of 
improper activity. 


In most cases, fraud investigations are investigations of white 
collar crime, which involves surveillance and careful 


consideration of complicated financial records. 


2.2.1. Interview and Interrogation 

Interview and Interrogation are the two major techniques in 
investigation that are used to elicit responses from the suspect or 
accused. It should, however, be noted that the investigator 
(interviewer or interrogator) cannot usurp the power of the 
court of competent jurisdiction by pronouncing the suspect or 
accused guilty. His/her role is to gather evidence that can be used 
to prove or disprove the act in issue (Fred, John, Joseph & Brian, 
2004; Oyedokun, 2014). 


According to Fred, John, Joseph & Brian (2004), an interview is 
non-accusatory. Even if the investigator has clear reason to 


believe that the suspect is involved in the crime or has lied, he 
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should still not accuse. If the investigator does not accuse the 
suspect while interviewing him, he can establish a much better 
rapport with the suspect that will assist him in an interrogation 
after the interview. 


“Interrogation is an art. One can master it through study and 
experience. A good investigator is not necessarily a good 
interrogator. To be a good interrogator you need to be a good 
actor and must have an insight of human psychology. One should 
be able to act according to age, profession and intellect of the 
individual suspect because a suspect could be a lawyer, doctor, 
scientist, professor, manager or an unskilled laborer and, could 
be a child, teenager, adult and senior” (Fred, John, Joseph & 
Brian, 2004). 


The difference between interview and interrogation is that an 
interview is conducted in a cordial atmosphere where a witness 
is more comfortable physically and psychologically. On the other 
hand, whenever a person is questioned in an uncomfortable 
atmosphere (interrogation room) where he is under the 
psychological pressure, it is an interrogation. Interrogator, in 
this case, has more psychological advantage over his suspect. 
Interrogation is a kind of psychological warfare between 
interrogator and suspect. Only when an interrogator 
overpowers a suspect psychologically, he gets a confession or the 
fact ofa case which is not possible otherwise (Becca & Jay, 2004). 
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2.3. Fraud Investigation 

A fraud investigation tries to determine whether fraud has taken 
place and tries to detect evidence of any fraudulent occurrence. 
Fraud is considered to involve misrepresentation with intent to 
deceive. If a company makes specific promises about a product, 
for example, in order to sell that product, they may be guilty of 
fraud if they are aware that the product does not work as 
advertised. Fraud is a very real and costly problem in today's 
world, and it causes not only loss of money but also loss of life and 


serious injuries. 


Most fraud investigations begin with a meeting between the 
investigator and the client. The person launching the 
investigation explains to their investigators why they suspect 
fraud has taken place and hand over any evidence they have to 
the investigator. A good fraud investigator will use this initial 
information to find more evidence and more facts. A fraud 
investigator may use surveillance, asset searches, background 
checks, employee investigations, business investigations, and 
other types of methods to get to the bottom ofa case. 


In most cases, fraud investigations are investigations of white 
collar crime, which involves surveillance and careful 


consideration of complicated financial records. 


2.4. Forensic Investigation & Audit Compared 
Investigation is the act or process of investigating or the 
condition of being investigated. A searching inquiry for 
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ascertaining facts; detailed or careful examination 


(dictionary.reference.com). According to Enyi (2008), statutory 


audit must now take the garb of forensic investigations. The 


problem with the present system of forensic investigation is that 


it is focused more on financial transactions than on the totality of 


the entity's operations and often time neglects areas where there 


have been constant leakages of other organizational resources 


that are of financial consequences but which are not easily 


detected with a normal analysis of the financial statement. 


Investigation & Audit Compared 


S/N | Point of | Audit Investigation 
Difference 

1. Objective To report on the truth and fairness | Specified by client or 
of the financial statements arising from his specific 

needs. 

2. Scope As laid down by statutes & GAAP | As agreed with Client. 
and covers Entity’s financial | May cover only specified 
statements areas of the fin. 

Statements. 
3. Extent of | Governed by the Companies’ Act | Terms of reference agreed 
Regulation and Auditing standards/guidelines | with Client governs the 
relationship or 

assignment. 

4. Timing Regular (usually annually) Ad-hoc 

5. Expected Reasonable skill and care required | Much higher skill and care 

Degree Of Care | and employed. required and employed. 
6. Depth Of | Reasonable enquiry as work covers | More in-depth enquiry. 
Enquiry every aspect of the fin. Statements. | Work may be only on 
specific area(s) of Entity’s 
affairs. 
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7. Qualification Statutes define and regulate | Statutory qualification 
qualification of an auditor. requirements not 
mandatory for an 
investigating Accountant 
unless specified by the 
requirements of a specific 
assignment e.g. a 
reporting Accountant 
must be a chartered 
Accountant in public 


practice. 


Source: Nwaobia 2014 


1.0. Risk&Risk Management 

3.1. Risk 

Risk is a probability or threat of damage, injury, liability, loss, or 
any other negative occurrence that is caused by external or 
internal vulnerabilities, and that may be avoided through 
preemptive action (investopedia.com). 


Risk according to the PMBOK® Guide (2013), is “an uncertain 
event or condition that, if it occurs, has a positive or negative 


effect on a project's objectives.” Two characteristics of a risk are: 


i. Itoccurs from elements of uncertainty (probability). 
ii. It might have negative or positive effects on meeting the 


project objectives (impact). 


3.2. Risk Management 
Risk Management, according to the Businessdictionary.com, is 
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“the identification, analysis, assessment, control, avoidance, 
minimization, or elimination of unacceptable risks. An 
organization may use risk avoidance, risk retention, risk 
transfer, or any other strategy (or combination of strategies) in 
proper management of future events”. This position is further 
confirmed by Investopodia as “the process of identification, 
analysis and either acceptance or mitigation of uncertainty in 
decision-making. 


Risk Management thus includes: 
i. planning risk management 
ii. identifying and analyzing the risks 
iii. preparing the response plan 
iv. monitoring the risk 


v. implementing the risk response if the risk occurs 


Plan Risk Management - This has to do with determination of 
how to conduct risk management for the project/investigation at 
hand. 


Identify Risks - Here the investigator identifies and documents 
the risks that might occur. 


Perform Qualitative Risk Analysis - The investigator 
estimates the overall probability and impact for risks to occur 
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and prioritize them accordingly for further analysis. 


Perform Quantitative Risk Analysis - The investigator 
analyzes numerically the probability and effect of selected risks 
on meeting the project/investigation objectives. 


Plan Risk Responses - The investigator prepares a risk 
response plan in order to increase the positive impact and 
decrease the negative impact of risks on the project/investigation 


assignment. 


Control Risks - Investigator tracks identified risks, identifies 
new risks, executes risk response plans, and evaluates the 
effectiveness of the responses. (PMBOK® Guide, 2013). 


Leaders in the organizational tier establish the risk framework 
that the organization will use to define risk assumptions, risk 
constraints, risk tolerances, and risk priorities. Defining risk 
assumptions includes determining the likelihood that a 
vulnerability, threat, or occurrence could impact the 
organization and what the consequences or impact would be if it 
were to occur. Issues in the enterprise that restrict or slow risk 
assessments, risk response, or risk monitoring are categorized as 
risk constraints. Risk tolerances are those possible events or 


occurrences whose impacts on the organization are acceptable; 
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often these risks are deemed acceptable because of the excessive 
cost of countering them. Finally, risk priorities are those events 
that must be protected against and systems that have a reduced 
risk tolerance. Many organizations prioritize system risk 
acceptance based on whether or not systems support critical 
business or mission functions, as these systems have the lowest 


risk tolerance and highest risk priority (Broad, 2014). 


2.0. Riskof Fraud Investigation 

Investigators expose themselves to a risk of litigation or loss of 
good cases in court due to carelessness and improper handling of 
the investigative materials such as the subject of the 


investigation, evidence, collaborative witness etc. 


This section of the paper discusses these risks and the safeguards 
in terms of how the rights of the individual could be protected, 
what to be observed by the anti-crime agents, during the arrest, 
investigation and prosecution. These are discussed according to 
ACFE (2014) under the following headings: 

i. Individual Duties & Rights during Examinations 


ii. The Law Relating to Government Search and Seizure 


iii. Investigations in Private Actions 


iv. Rights and Obligations under Criminal Law 
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4.1. Duties and Rights during Investigations 
Employees or any suspect involved in investigations of suspected 
fraud may have certain rights and obligations, and fraud 


examiners should be aware of any such matters. 


4-1.1. Duty to Cooperate 

The issue of whether an employee has a duty to cooperate often 
comes up when investigators seek to interview employees about 
suspected workplace misconduct. In general, interviews should 
be considered reasonable if they address matters within the scope 
of the employees' actions or duties. 


Generally, the duty to cooperate extends to workplace 
investigations; therefore, employees have a duty to cooperate 
during an internal investigation as long as what is requested from 


them is reasonable. 


4.1.2. Duty to preserve information relevant to litigation 

A violation of the duty to preserve occurs when information that 
is relevant to anticipated or existing litigation is lost, destroyed, or 
otherwise made unavailable. 


Violating the duty to preserve relevant information can result in 
several adverse sanctions for the offending party, and such 
sanctions can arise from intentional and negligent acts. The 
adverse consequences can include, but are not limited to, 


monetary penalties (e.g., paying the opposing party's legal fees 
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and costs), the drawing of adverse inferences of fact, and criminal 
penalties. The theory behind such consequences is that the 
individual who makes evidence unavailable following the 
probable initiation of a lawsuit is aware of its detrimental effect 
upon a case (ACFE 2014). 


4.1.3. Contractual Rights 


Employers and employees may enter into contracts that govern 
the employment relationship, and if the employer violates the 
contract, the employee can sue for breach of contract. Such 
contractual rights can affect the employer-employee relationship 
and, in particular, they can limit the ability of the employer to 


compel full cooperation in a fraud examination. 


Often, employee contractual rights at issue during investigations, 
stem from a union contract, a collective bargaining agreement, or 
an employment contract. For example, if the employee is a 
member of a union, the union contract or collective bargaining 
agreement might contain certain clauses that restrict the 
employer's investigatory procedures. 


4.1.4. Whistleblower Protections 

Many jurisdictions have whistleblower laws designed to 
encourage individuals to bring forth complaints of wrongdoing 
by providing protections for those who report unlawful conduct. 
These laws shield employees who report their employers for 
misconduct by protecting them from any adverse employment 
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action or retaliatory action from their employers. Whistleblower 
laws do not, however, prevent individuals from being fired for 
engaging in unrelated fraudulent behaviour. 


Therefore, employers should not conduct investigations as a 
means to retaliate against employees, and they must be careful to 
conduct investigations in a way that avoids the appearance of 
retaliation. Likewise, management should consult counsel before 
discharging or taking action against any individuals to determine 
the applicability of any whistleblower protections. 


4.1.5. Privacy Rights and Workplace Searches 

Employees may have certain privacy rights that can affect 
numerous aspects of the employer-employee relationship, such 
as conducting investigations, surveillance and monitoring, 
searches, and polygraph testing. An employee's privacy rights 
may stem from, and be protected by, various sources of law, 
including constitutional law, human rights law, statutory law, 


common law, labour law, contract law, and other sources. 


4.1.5.1. Surveillance 

Because employees have privacy rights in the workplace, an 
employer's surveillance practices may infringe on such rights. 
Various laws govern monitoring and surveillance practices, 
these laws are complex and their principles can be interpreted 
differently in different jurisdictions. 


Although an employer might use surveillance techniques to 
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investigate its workplace for wrongdoing, its employees may 
have privacy rights that protect them from such activities. In 
general, employees are afforded privacy protection in areas 
where they have reasonable expectations of privacy. 


4.1.5.2. Reasonable Expectations of Privacy 

Employers generally can investigate their workplaces by means 
of workplace searches and area surveillance, but employees may 
have privacy rights that protect them from certain forms of 
searches and surveillance. In general, privacy laws prohibit 
unreasonable searches and surveillance in areas where 


employees have reasonable expectations of privacy. 


Reasonable privacy expectations can also be attached to 
communications, such as data stored on hard drives and other 
electronic communications like phone calls, emails, and text 


messages. 


In terms of surveillance, employees are likely to have reasonable 
privacy expectations in bathrooms, changing rooms and other 
personal areas within the workplace. 


Obviously, there are many factors that go into determining 
whether an employee has a reasonable expectation of privacy. 
Before conducting a search or surveillance, employers should 
discuss it with legal counsel to make sure they are not intruding 
upon an employee's privacy interests. 
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4.1.5.3. Reducing Expectations of Privacy 

Employers can reduce their potential liability for violations 
involving searches and seizures by lowering employees' 
expectation of privacy in the workplace. If an employer puts 
employees on notice that their offices, desks, files, voice mail, 
computers, and so forth are not private, then employees cannot 
assert that they have a reasonable privacy expectation in those 
areas. 


The best method that employers can use to lower employees' 
expectations of privacy is to adopt a written privacy policy that 
puts employees on notice that the workplace is not private and 
require employees to sign it. Such policies should provide that, to 
maintain the security of operations, management may gain 
access to and search all work areas and personal belongings, 
including desks, file drawers, lockers, briefcases, handbags, 
pockets, and personal effects. 


When policies are in place, the courts have held that an employee 
has no (or a very low) expectation of privacy. Therefore, 
communicating policies to employees substantially reduces the 
risk of privacy violations. 


Also, to reduce their potential liability for violations involving 
searches and seizures, employers can take the following 
measures: 

e Retaining a key to all desks, lockers, and so on 


e Requiring employees to provide keys to all personal locks 
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e Obtaining consent to search workplace areas 


4.2. The Law Relating to Government Search and Seizure 

The law relating to search and seizure is extremely complex. In 
many countries, the state's power of search and seizure is 
derived from common law and statutory law, and the rights 
providing search and seizure protections can even vary within a 


country based on the laws of a particular state or province. 


4.2.1. Search Warrants 


A search warrant is a court order that grants government 
authorities the right to search a premises or property for 
information pertinent to a case. Search warrants were developed 
because, in most countries the government does not have a 


general right to search a person's home without permission. 


The requirements for search warrants, however, do not apply to 
private parties acting on their own accord. The right to be free 
from unreasonable searches and seizures only protects 
individuals from actions by government authorities. Thus, to 
determine whether a search warrant is required for a search to 
be conducted in an investigation, it is necessary to first determine 


whether government authorities are involved in the search. 


4.2.2. Reasonableness 
Searches must be reasonable, and they must be conducted in a 
reasonable manner. Whether it is reasonable to conduct a search 
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and whether the search was conducted in a reasonable manner is 
determined by the totality of the circumstances. In most common 
law countries, a reasonable search is one carried out pursuant to 
a search warrant issued on a showing of probable cause. 
Probable cause has been defined as those facts and circumstances 
sufficient to cause a person of reasonable caution to believe that a 
crime has been committed and that the accused committed it. 
The determination of reasonableness depends on the 
individual's reasonable expectation of privacy and the degree of 
intrusiveness of the search compared to the interest advanced by 
it. 


4.2.3. Exceptions to the Warrant Requirement 
Even if a warrant is technically required, there are a number of 
recognised exceptions to the warrant requirement. Two key 


exceptions are consent searches and evidence in plain view. 


4.2.3.1. Consent Searches 

Consent is a recognised exception to the requirement that 
government agents must obtain a warrant before they search a 
person, location, or vehicle for evidence of a crime. Individuals 
are always free to consent to searches. If a suspect consents to a 
search or seizure by police or government agents, the consent 
eliminates the need for a search warrant. That is, the consent to 
search waives the person's right to be free from government 
searches. Thus, the government does not need a warrant to 
perform a search if a person with proper authority consents to a 
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search. 


Courts will closely scrutinise any such "consent" to make sure it 
was truly voluntary, particularly when it leads to the seizure of 
incriminating evidence. To be valid, an individual's consent to a 


search or seizure must be voluntary. 


Consents to searches or seizures by government agents obtained 
by force, duress, or bribery are generally held to be involuntary 
and invalid. Jurisdictions are mixed, however, as to whether 


consent obtained by deceit constitutes a valid waiver. 


4.2.3.2. Evidence in Plain View 

In many countries with a warrant requirement, the plain view 
doctrine is an exception to that rule. Under this doctrine, 
evidence in plain view of a law enforcement officer who has a 
right to be in a position to observe it may be seized without a 
warrant. The plain view doctrine applies when a government 
official inadvertently discovers contraband or evidence of 
another crime during a search or arrest, even if there was no 
prior authority to seize the evidence. Thus, the doctrine applies 
only if a police officer is legally authorised to search the premises 
in which he inadvertently discovers the additional evidence in 


plain view. 


The plain view doctrine does not apply unless the police officer 
discovered the evidence inadvertently. Thus, if discovery of the 
evidence is anticipated, and no other exception applies, the 
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officer must first obtain a warrant. That is, if the officer knows in 
advance the location of certain evidence and relies on the plain 
view doctrine to seize the evidence, the seizure will be considered 
illegal. Also, evidence will not be admissible under the plain view 
doctrine unless it is apparent to the police that the items observed 
were evidence of a crime or otherwise subject to search and 
seizure. 


4.3. Investigations in Private Actions 

The right to investigate, examine, or audit for fraud is implicit in 
most businesses, accounting and legal systems. No special 
authority is required, although the activities of investigators and 
others may be regulated. 


A fraud examiner may lawfully interview witnesses, collect 
evidence where lawfully available, collect and review documents 
and examine public records, without fear of liability, if the 
examiner acts prudently and in good faith. 


Investigations in private actions are subject to certain legal 
limitations, some of which (such as the laws prohibiting 
unauthorized electronic surveillance) are enforced with criminal 
as well as civil penalties. Overzealous or imprudent acts by 
private parties (even if technically legal) can result in 
counterclaims, liability, and legal sideshows that can delay, 
disrupt, or even completely derail a meritorious case. Thus, fraud 
examiners must keep in mind the rights of those involved in any 
private investigation. 
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4.3.1. Defamation 

Defamation refers to the unprivileged publication of false 
statements about a person that causes harm to that person's 
reputation. Thus, defamation laws provide redress against harm 
to reputation. 


Defamation can be a crime or a tort, and the law varies by 


jurisdiction as to whether it is a criminal offence or a civil tort. 


Libel and Slander: In most common law jurisdictions, the law of 
defamation comes in two forms: libel and slander. Libel refers to 
defamatory statements in writing, and slander refers to spoken 
statements, although the distinction often is blurred in cases 
involving electronic media. Thus, the fundamental distinction 
between libel and slander lies solely in the form in which the 
defamatory statement is made. In other jurisdictions, there is no 
distinction between libel and slander. For example, German law 
makes no distinction between libel and slander. 


The threat of a defamation lawsuit is always present when 
allegations of wrongdoing are made against certain 
employees. For example, a claim of defamation might arise in 
the context of an interview as a result of unfounded 
accusations or statements made by the interviewer, where 
someone in addition to the employee and the interviewer is 
present. 


If a plaintiff brings a successful claim for defamation, he may 
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recover special damages (out of pocket losses), general damages 
to reputation, and (in some jurisdictions) punitive damages, 
which can be substantial. 


4.3.2. Privacy Laws 


Privacy laws are designed to protect the rights of individuals to be 
left alone. 


4.3.2.1. Two Categories of Privacy Laws 
There are two categories of privacy laws viz: 


1. general privacy laws; and 
2. specific privacy laws. 


General privacy laws are designed to protect the general privacy 
of the personal information of individuals while Specific privacy 
laws regulate particular aspects of particular types of 
information. Common types of specific privacy laws are those 
that concern: 


e Online information 

e Financial information 
e Healthinformation 

e Communications 


e Privacyat home 


4.3.3. Invasion of Privacy Torts 
Invasion of privacy laws concern a person's right to keep his life 
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private and free from intrusion, and many common law 
countries have recognised a tort for invasion of privacy. A tortisa 
private wrong, and tort laws address civil wrongs not arising out 
of contractual obligations. 


4.3.4. Intrusion into an Individual's Private Matters 

The tort regarding intrusion into an individual's private 
matters (often referred to as intrusion upon seclusion) occurs 
when an individual intentionally intrudes into another 
individual's private matters and the intrusion would be highly 
offensive or objectionable to a reasonable person. The elements 
of this tort according to ACFE (2014) include: 


e An intentional intrusion 

e IJntoan area where an individual has a reasonable expectation 
of privacy 

e The intrusion would be highly offensive or objectionable to a 


reasonable person 


There is no invasion of privacy if the information at issue is open 


to public view or has been disclosed to others. 


An intrusion upon seclusion claim can be based on physical 
intrusions, wiretapping, eavesdropping, and other forms of 
surveillance. Thus, liability for this tort may arise from 
conducting an unwarranted search of another's personal 


property, performing intensive physical surveillance, or 
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obtaining private bank account information, absent legal 
authority. Also, questioning employees about activities not 
related to job performance might constitute an intrusion into 


seclusion. 


4-3.5. Public Disclosure of Private Facts 

The tort of public disclosure of private facts occurs when one 
party makes public statements about another party's private life 
that are not of public concern. For instance, disclosing 
information obtained in an interview conducted as part of a 
fraud investigation to individuals not involved in the 
investigation might constitute a public disclosure of private facts. 


A person commits the publicity tort if he: 

e Publicises broadly 

e Private facts about another 

e Discloses an information that would be highly offensive to a 
reasonable person 

e Discloses a matter in which the speaker does not have a 


legitimate interest. 


The key to this cause of action is that the information must be 
private in nature and not a matter of public interest. 


4.3.6. Data Privacy 
Most countries have data privacy laws (also known as 
information privacy or data protection laws) that protect 


personal information about individuals from disclosure, 
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unauthorised access, and misuse. As innovations in technology 
make it easier to track, compile, and process personal 
information about individuals, fraud examiners who deal with 
employee information must take steps to comply with local and 
international data privacy laws (ACFE, 2014). 


Even though countries have their own requirements for the 
protection of data privacy, most of these requirements converge 
around the principles that all personal information must be: 


e Obtained fairly and lawfully 

e Used only for the original specified purpose 

e Adequate, relevant, and not excessive to the specified 
purpose 

e Accurate and updated 

e Accessible to the data subject 

e Protected by reasonable security safeguards 


e Destroyed after its purpose is completed 


4.3.7. False Imprisonment 

False imprisonment is the unlawful restraint by one person of 
the physical liberty of another without consent or legal 
justification. 


There are no precise rules as to when a false imprisonment 


occurs, but factors such as the length, nature, and manner of the 
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interview might determine whether liability arises. Other factors 
used to determine if an individual has been falsely imprisoned 
include: 


e Conducting an interview in a room that is small and 
confined in nature (e.g., small, windowless, not easily 
accessible) 

e Locking the door to the interview room 

e Blocking the exit to the interview room 

e Conducting an interview ina room with severe lighting 

e Requiring the employee's presence or continued presence by 
any amount of physical force (e.g., holding the employee's 
arm to escort him or pushing the employee into a chair) 

e Using violent behaviour of any kind during the interview, 
including yelling, pounding on desks, or kicking furniture or 
walls 

e Using a physical barrier to restrain the employee (e.g., 
locking the door or standing in front of the exit) 

e Making threats of immediate physical force to restrain the 
employee 


e Conducting an interview in the presence of numerous people 


Defences to claims of false imprisonment include good faith and 
probable cause to believe the person restrained has committed 
an offence (ACFE, 2014). 
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4.3.8. Malicious Prosecution 

A malicious prosecution claim seeks recovery of damages for 
having to endure and defend a groundless lawsuit that the 
defendant filed, or caused to be filed, against the plaintiff. Thus, if 
a person files, or causes the government to file, a groundless 
criminal prosecution against an individual, the person against 
whom the charges were brought may retaliate by bringing a 


malicious prosecution lawsuit. 


4.3.9. Intentional Infliction of Emotional Distress 

Intentional infliction of emotional distress refers to any 
unprivileged conduct that is so outrageous and egregious that it 
exceeds all bounds usually tolerated by civilized society and that 
is intended to cause injury (or was committed with reckless 
disregard for the likelihood of its causing injury) to another. 


4.3.10. Wrongful Discharge 

Wrongful discharge occurs when an employer discharges an 
employee for an improper reason (e.g discrimination), in 
violation of actual or implied employment contract or company 
policies. 


4.3.11. Legal Protections Regarding Interviews 

Interviews, and especially interviews of suspects, can expose the 
organisational powers administering the interview and the 
individual conducting the interview to certain legal risks. Thus, 


before engaging in an interview, the examiner must understand 
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the ramifications of his actions, which requires an understanding 
of certain legal issues and how they limit or affect the ways in 
which an interview may be conducted. 


Thus, it is in the organisation's best interest to have someone 
review all aspects of the employer-employee relationship 
including company policies, contractual relationships, and 
prevailing law before conducting interviews. 


4.4. Rights and Obligations under Criminal Law 

It is important to note that individuals arrested or questioned by 
the police for suspected involvement in criminal activity have 
certain rights, such as the right to remain silent and the right to 


counsel. This discussion examines some of those rights viz: 


4.4.1. The Right to Remain Silent 

A tenet of many legal systems is that a criminal suspect or person 
accused of a crime has the right to remain silent both at the 
investigative stage and at the trial stage of criminal cases. 


The right to remain silent is centered on the right of those who 
are suspected of committing a crime to refuse to answer 
questions by the government when the questioning occurs under 
the threat of judicially imposed punishment. The right to remain 
silent applies to individuals being questioned by government 
authorities, but not someone who is being questioned by private 
party acting on its own accord. Accordingly, the right to remain 
silent generally does not apply in internal investigations by 
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private employers. 


4.4.2. Right to Counsel 

The right to counsel is the right of criminal defendants to have a 
lawyer assist in their defense, even if they cannot afford to pay for 
one. Thus, if an individual is the subject of a criminal 
investigation by government authorities, he may have some type 
of right to consult an attorney or have an attorney appointed. 
This right is generally found in both civil and common law 
jurisdictions. 


Generally, the right to counsel does not apply if there is no 
government action. Thus, in most cases, a private employer can 
interview an employee without the presence of the employee's 
attorney. 


Police officers and other state agents who violate an accused's 
right to counsel do so at their own peril. Any evidence gathered in 
violation of an accused's rights may be inadmissible at trial. 


4.4.3. Limits on using Confessions in Criminal Cases 

A confession is an admission of misdeeds, and there may be laws 
limiting the use of suspects’ confessions in criminal cases. In 
criminal cases, statements made by the accused to persons in 
authority are very frequently the primary, if not the only, 
evidence implicating the accused in the crime charged. 


In some jurisdictions, confessions made out of court by the 
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accused may only be admitted into evidence if the prosecution 
shows that the statement was made freely and voluntarily. In 
general, a confession is voluntary if it is not coerced by physical 
or psychological means, but determining whether a confession 
is voluntary will depend on the facts. 


5.0. Court System, Witnessing and Litigation Support 

It is important to discuss briefly the concept of court, court 
system, witnessing, litigation support and how the fraud 
examiners/fraud investigators can explore the techniques 


available in presenting his/her investigation report in court. 


5.1. Court and Court System 


A court is a tribunal, often a governmental institution, with the 
authority to adjudicate legal disputes between parties and carry 
out the administration of justice in civil, criminal, and 
administrative matters in accordance with the rule of law. In 
both common law and civil law legal systems, courts are the 
central means for dispute resolution, and it is generally 
understood that all persons have an ability to bring their claims 
before a court. Similarly, the rights of those accused of a crime 
include the right to present a defence before a court (Wikipedia). 


The system of courts that interprets and applies the law is 
collectively known as the judiciary. The place where a court sits is 
known as a venue. The room where court proceedings occur is 
known as a courtroom, and the building as a courthouse; court 


facilities range from simple and very small facilities in rural 
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communities to large buildings in cities. 


5.1.1. Civil law courts and common law courts 


The two major models for courts are the civil law courts and the 
common law courts. Civil law courts are based upon the judicial 
system in France, while the common law courts are based on the 
judicial system in England. In most civil law jurisdictions, courts 
function under an inquisitorial system. In the common law 
system, most courts follow the adversarial system. Procedural 
law governs the rules by which courts operate: civil procedure 
for private disputes (for example); and criminal procedure for 
violation of the criminal law. In recent years, international courts 
are being created to resolve matters not covered by the 
jurisdiction of national courts (Wikipedia). 


5.2. Expert and Expert witness 
5.2.1. Expert 


Expert is a person who is a specialist in a subject, often technical, 
who may present his/her expert opinion without having been a 
witness to any occurrence relating to the lawsuit or criminal case 
(Hill and Hill 2005). 


An expert can be anyone with knowledge of or experience in a 
particular field or discipline beyond that to be expected of a 
layman. A witness who is qualified as an expert by knowledge, 
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skill, experience, training, or education may testify in the form of 
an opinion or otherwise if: 

(a) the expert's scientific, technical, or other specialized 
knowledge will help the trier of fact to understand the evidence 
or to determine a fact in issue; 

(b) the testimony is based on sufficient facts or data; 

(c) the testimony is the product of reliable principles and 
methods; and 

(d) the expert has reliably applied the principles and methods to 
the facts of the case. 


5.2.2. Expert witness 

An expert witness is an expert who makes this knowledge and 
experience available to a court (or other judicial or quasi-judicial 
bodies, e.g. tribunals, arbitrations, official enquiries, etc.) to help 
it understand the issues in a case and thereby reach a sound and 
just decision (UK Register of Expert Witnesses Little Book 
Series). 


An expert witness is a witness who has knowledge beyond that of 
the ordinary lay person enabling him/her to give testimony 
regarding an issue that requires expertise to understand. Experts 
are allowed to give opinion testimony which a non-expert 
witness may be prohibited from testifying to. In court, the party 
offering the expert must lay a foundation for the expert's 
testimony. Laying the foundation involves testifying about the 
expert's credentials and experience that qualifies him/her as an 
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expert. Sometimes the opposing party will stipulate (agree to) to 
the expert's qualifications in the interests of judicial economy. 


Experts are qualified according to a number of factors, including 
but not limited to, the number of years they have practiced in 
their respective field, work experience related to the case, 
published works, certifications, licensing, training, education, 
awards, and peer recognition. They may be called upon as 
consultants to a case and also used to give testimony at trial. Once 
listed as a witness for trial, the materials they rely upon in 
forming an opinion in the case is subject to discovery by the 
opposing parties. Expert testimony is subject to attack on cross- 
examination in the form of questioning designed to bring out any 
limitations in the witness's qualifications and experience, lack of 
witness's confidence in his opinions, lack of the preparation 
done, or unreliability of the expert's sources, tests, and methods, 


among other issues. 


5.2.3. Expert evidence 
The fundamental characteristic of expert evidence is that it is 
opinion evidence. Lay witnesses may give only one form of 


evidence, namely evidence of fact: 


i. itis the function of the court (whether magistrate, judge 
or jury) to decide the cause of the accident based on the 
evidence placed before it, and 

ii. it is the task of the expert witness (an accident 


investigator, to assist the court in reaching its decision 
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with technical analysis and opinion inferred from factual 


evidence of, for example, skid marks. 


To be practically of assistance to a court, however, expert 


evidence must also provide as much detail as is necessary to 


allow the court to determine whether the expert's opinions are 


well founded. It follows, then, that it will often include: 


ii. 


iii. 


factual evidence supplied in the expert's instructions 
which requires expertise in its interpretation and 
presentation; 

other factual evidence which, while it may not require 
expertise for its comprehension, is linked inextricably to 
evidence that does; 


explanations of technical terms or topics; 


. hearsay evidence of a specialist nature, e.g. as to the 


consensus of medical opinion on the causation of 
particular symptoms or conditions, as well as 


opinions based on facts adduced in the case. 


5.2.4. Roles of the expert 


The expert might take on a number of roles. 


i. 


When advising a party, but there is no intention of 
putting the expert's opinions before the court, the expert 
is known as an expert advisor. 

If the expert advisor is working 'behind the scenes' in a 
claim before the courts, the term shadow expert is often 


used instead. 
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iii. An expert instructed by just one party in a claim, and 
whose opinion is to be put before the court, is an expert 
witness proper, or party-appointed expert. 

iv. If the expert witness is instructed by all the parties in a 
claim, then the single joint expert epithet applies. 

v. In a complex claim, involving many experts, one expert 
witness may be appointed the lead expert. 

vi. Finally, the Civil Procedure Rules (CPR) also introduced 
the role of a truly court-appointed expert known as an 
assessor, this type of expert appointment is seldom seen 
in practice. 

(UK Register of Expert Witnesses Little Book Series, 
2008) 


5.3. Fraud Investigation and Evidence 

The fraud investigation process begins with a predication, 
circumstances under which a reasonable, professionally trained 
expert could believe that fraud is taking place. Once there are 
such indications of fraud, the investigator develops a hypothesis 
and looks for evidence to prove the hypothesis. Such evidence 
can come from documents, interviews, observation and other 
physical clues like fingerprints. Based on the evidence acquired, 
the initial hypothesis can be proved or revised. 


Evidence, therefore, is the means whereby a fact in question may 
be proved or disproved. This Includes: Testimony, Documents 
and Objects. 
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Evidence consists of anything that can be used to prove 
something. In a legal sense, evidence means an assertion of fact, 
opinion, belief, or knowledge whether material or not and 
whether admissible. Evidence is simply anything that relates to 
the proving or disapproving of a fact. Evidence is anything 
perceptible by the five senses, which is invoked in the process of 
arguing a case. Document, spoken recollection, Data of various 
sort and Physical objects are all potentially evidence. 


There are three basic forms, as distinguished from types, of 
evidence: 


e Testimony; 
@ Real; and 


èe Demonstration. 


Testimony refers to the oral statements made by witnesses 
under oath. In general, there are two types of testimonial 
witnesses: Lay witnesses and Expert witnesses. 


Real evidence describes physical objects that played a part in the 
issue being litigated. The term includes both documentary 
evidence such as cancelled checks, invoices, ledgers, and letters 
as well as other types of physical evidence. Therefore, a 
typewriter or printer in a case involving questioned documents is 
clearly real evidence, as is a tape recording, since members of the 
court can experience the sound firsthand. 
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Demonstrative evidence is a tangible item that illustrates some 
material proposition (e.g.,a map, a chart, a summary). 


It differs from real evidence. The sense that demonstrative 
evidence was not part of the underlying event: it was created 
specifically for the trial. Its purpose is to provide a visual aid for 
the jury. Nonetheless, it is evidence, and can be considered by the 
jury in reaching a verdict. 


There are two types of admissible evidence: 
i. Direct evidence, 


ii. Circumstantial evidence. 


Direct evidence includes testimony that tends to prove or 
disapprove a fact in issue directly, such as eyewitness testimony 


ora confession. 


Circumstantial evidence is evidence that tends to prove or 
disprove facts in issue indirectly, by inference, or by a 
combination of circumstantial and direct evidence alone. 


Evidence is deemed relevant if it has “any tendency to make the 
existence of any fact that is of consequence to the determination 
of the action more probable, or less probable, that it would be 
without the evidence.” 


Best evidence rule (original writing rule) - the originals must be 


presented to prove the contents of writings, recordings, and 
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photographs. 


Hearsay evidence is not generally admissible, but there are many 
exceptions. Business records are a major exception, and a good 
lawyer can get most business records into a trial. 


Qualities of Legal Evidence — 
i. Relevant evidence 
ii. Material evidence 
iii. Probative Value 
iv. Safe chain of custody 
v. Complete 
vi. Authentic 
vii. Admissible 
vili.Reliable 


ix. Believable 


Standards of Proof: 


i 


Beyond areasonable doubt 


2. Preponderance of evidence 

3. Clearand convincing evidence 
4. Probable cause 

5. Suspicious situation 


To be admissible evidence must be both: 
i. Relevant 
ii. Material and 
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iii. Competent 


5.4. Fraud Investigator in Court 

In court, the fraud investigator can be an expert witness, a 
consultant, or play other roles such as trier of fact, special master, 
court-appointed expert, referee, arbitrator, or mediator. A key 
piece of evidence is the report of the fraud investigator. The fraud 
report should not be accusatory or conclusive as to guilt. It is 
critical to ensure that the tone of the report is not inflammatory 
or prejudicial. The fraud trial can be a civil or a criminal trial. In 
either case, the role of the fraud investigator is to study relevant 
materials documents, and the authoritative literature relating to 
the case on hand. Direct and cross examination questions will be 
asked, and the fraud investigator has the responsibility to answer 
these questions clearly and concisely. 


5.5. Attacks against evidence on cross-examination 
Albert S. Osborn (1926) described 14 possible attacks against an 
accountant's (Investigators) evidence on cross-examination 


which were summarized by Max Lourie viz: 


1. insufficient preparation and experience to qualify as an 
expert witness; 

2. inadequate examination of the issues presented; 

3. improper presentation of the issues to the witness; 
suspicion upon the testimony, based upon the witness's 


personal record and character; 
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10. 


11. 


use of misleading illustrations, selection of unfair 
examples, drawing of inferences not justified by facts, 
and improper emphasis or exaggeration. 

impossibility of reaching a conclusion meriting serious 
consideration on an issue not permitting adequate 
inquiry; 

expression of an opinion unjustified by the reasons given. 
basing the opinion upon vague and trivial facts 
insufficient to sustain any opinion, and arriving at a 
conclusion by guesswork; 

a biased and unfair attitude of the witness in the 
examination of the facts; 

the possibility that the problem is so difficult or unusual 
even a competent and careful witness may be mistaken; 
influence of other things rather than technical findings 
on the opinion of the witness and basing conclusions on 


reasons other than those given. 


6.0. Conclusion and Recommendation 


This paper revealed the need for the anti-fraud professionals to 


conduct their fraud investigation by observing the rights 


guaranteed the suspect under the applicable laws, and with the 


sound knowledge of the workings of the court. In fraud 


investigation exercise, effort must be made to determine 


whether fraud has taken place or not and tries to gather evidence, 


if fraud has occurred as to when, how, and who. Fraud is 


considered as intentional misrepresentation of fact with the 
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intent to deceive. In fraudulent activities, the perpetrator(s) gain 
(s) while the victim loses. The risk of fraud investigation is key for 
any anti-fraud professionals to manage, and adequate 
knowledge of court and court processes are important in order to 
ensure that best cases are not loss just because the carelessness 
on the part of the fraud investigator. 
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CHAPTER THREE 
AUDIT, INVESTIGATIONS AND FORENSIC ACCOUNTING: 
SIMILARITIES AND DIFFERENCES’ 


Abstract 


Audit, Investigations and Forensic Accounting are though similar 
but to some extent, they are different and they cannot be used 
interchangeably. By Audit, one evaluates a thing, record, process, 
person, an organization, system, project or product, to ascertain 
the correctness of the assertion there off, this will be in form of 
how valid and reliable the assertions are. In accounting palace, 
audit is conducted to provide an assessment of a system's 
internal control, and the goal is to express an opinion on same. 
Investigation on the other hand is an inquiry that is 
commissioned for a specific purpose. Forensic accounting, utilize 
the skills in audit and investigation in achieving a set goal. The 
aim of forensic accounting exercise is to perform the exercise such 
that the outcome can stand the test of the court of law. This paper 
addresses the major similarities and differences in audit, 
investigation and forensic accounting with respect to their 
objective, scope, extent of regulation, timing, expected degree of 
care, depth of enquiry, qualification and the skill set. 
Methodology used in arriving at the conclusion was content 


analysis, which employ review of relevant books and articles on 


2 Being a paper delivered, at the IICFIP Global Forensic Conference in 
Nairobi, Kenya on April 22 - 24, 2014. Theme: "The 21st Century - The 
Impact of Forensic Investigation Professionals in Curbing the Menace of 
Fraud and Corruption for the development of Nations" 


77 


78 Compendium of Writings in Forensic Accounting and Fraud Examination 


the subject of discussion. 


Key words: Forensic Accounting, Fraud Examination, Auditing, 
Investigation, litigation support 


1.0. Introduction 

Audit is an evaluation of a person, organization, system, process, 
enterprise, project or product. Audits are performed to ascertain 
the validity and reliability of information; also to provide an 
assessment of a system's internal control. The goal of an audit is 
to express an opinion of the person/organization/system etc. in 
question, under evaluation based on work done on a test basis 


(Zysman, 2004). 


Audit is a systematic approach that follows a structured, 
documented plan called audit plan. In this, accounting records 
are examined by the auditors who use a verity of generally 
accepted techniques. 


Financial audits are thorough review of a company's financial 
records conducted by external auditors to verify that their 
financial statements are accurate and reliable. Audits are also 
customarily conducted to assess the effectiveness of internal 
controls or compliance with regulations (Bradford, 2013). 


Auditing is the independent examination of financial 
information of any entity, whether profit oriented or not, and 


irrespective of its size or legal form, when such an examination is 
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conducted with a view to expressing an opinion thereon 
(Institute of Chartered Accountants of India (ICAD. 


According to Oremade (1988), investigation is an inquiry 
commissioned by management for a specific purpose. It is an act 
of examining, searching and inquiring into a matter with 
adequate care and accuracy, usually undertaken to obtain 
information of particular or special nature. An investigating 
accountant may or may not be the auditor of the entity but it 
should be noted that any accountant/auditor undertaking an 
investigation assignment is seen as an expert, and he must 
therefore exercise great care and skill in working towards 
achieving the defined purpose/objectives laid down in the 


client's instructions. 


It should be noted that investigation may start as an internal 
matter that could eventually end up in court. Thus, great care and 
proper documentation is very important. This can no longer be 
termed ordinary Investigation but forensic Investigation. 


Bradford (2013) stated that traditional audits follow the 
accounting principle of materiality. Inaccuracies, omissions or 
apparent mistakes that are not of a sufficient dollar amount to 
impact the overall financial picture of a company are judged 
immaterial by auditors and not pursued. On the other hand, 
forensic accountants, also known as fraud examiners, are not 
constrained by generally accepted accounting concepts like 
materiality. Regardless of dollar amount, any inconsistency can 
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be the tip of an iceberg in fraud terms. Auditors involved in an 
independent audit may refer "red flag" observations for 
investigation by forensic Accounting specialists. 


Audit, investigation and forensic accounting will no doubt utilize 
“examination” as a major tool, however, they are not of the same 


scope. 


3.0. Methodology 

In putting this presentation on “Audit, Investigations and 
Forensic Accounting: Similarities and Differences” together, 
content analyses and review methods were adopted. The source 
of data was secondary, where available literature on forensic 
accounting, investigation and audit were reviewed to come up 
with informed conclusion for the purpose of increasing the 
frontiers of knowledge. 


4.0. Concept of Auditing 

An audit must adhere to generally accepted standards 
established by governing accounting bodies. These standards 
assure third parties or external users that they can rely upon the 
auditor's opinion on the fairness of financial statements, or other 


subjects on which the auditor expresses an opinion. 


Audit provides only reasonable assurance that the financial 


statements are free from material error. 
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Management has control over the accounting system of their 
organization so also the authority to determine the way in which 
information is presented in the financial reports. Different 
stakeholders have different objectives; this ranges from higher 
returns to higher benefits, which results in confidence crisis. 
Thus, investors and creditors want assurance that the financial 
statements are fairly presented. To give them confidence in the 
financial statements, the audit process provides an independent 
and expert assurance on the fairness of the reports through the 


auditor's opinion. 


By the audit process, the auditor enhances the usefulness and 
value of the financial statements as well as increases the 
credibility of other non-audited information released by the 
management. (Nwaobia, 2014) 


4.1. Internal Audit 


An audit performed by an employee who examines operational 
evidence to determine whether prescribed operating procedures 
have been followed. 


Internal Auditing is an independent, objective assurance and 
consulting activity designed to add value and improve an 
organization's operations. It helps an organization accomplish 
its objectives by bringing a systematic, disciplined approach to 
evaluate and improve the effectiveness of risk management, 


control, and governance processes. 
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Managers are responsible for designing control processes that 
provide reasonable assurance for the following business 
objectives: 


e Effective and efficient operations 
e Compliance with laws and regulations 


e Reliable financial reporting 


Internal auditors evaluate how well the control processes 
designed by managers function, and therefore the extent to 
which managers can have reasonable assurance business 
objectives will be realized. The internal audit function reports to 
top management and normally has direct communication with 
the audit committee and the board of directors. Because of their 
expertise and thorough knowledge of operations, internal 
auditors often fulfill a consulting role to top management. 


4.0. Investigations 

Investigation is the act or process of investigating or the 
condition of being investigated. It is a searching inquiry for 
ascertaining facts; detailed or careful examination 
(dictionary.reference.com’). Investigation is a vital part of 
forensic accounting and auditing process, but only applied when 
the event or transaction is beclouded. It is carried out when lapse 
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has been established to ascertain who is responsible, the reason 
for the action including the extent of damage if any. It could be 
referred to as a detailed verification and clarification of doubt 
about a transaction or event. 


It is the search and examination of the particulars of an event to 
determine the hidden, unique, or complex facts surrounding the 
event. A deliberate search and review of records in accordance 
with the laid down and agreed policies in order to ascertain if and 
why the keeping of the records resulted in a gap and the person 
responsible. Investigation is a structured gathering of 
documentary evidence and testimony to resolve an allegation of 
improper activity. 


In most cases, fraud investigations are investigations of white 
collar crime, which involves surveillance and careful 
consideration of complicated financial records (Oyedokun 
personal communication, 2014") 


4.1. Interview and Interrogation 

Interview and Interrogation are two major techniques in 
investigation, that are used to elicit responses from the suspect or 
accused. It should, however, be noted that the investigator 
(interviewer or interrogator) cannot usurp the power of the 
court of competent jurisdiction by pronouncing the suspect or 
accused guilty. His/her role is to gather evidence that can be used 
to prove or disprove the act in issue (Fred, John, Joseph, Brian, 
2004) in Oyedokun (2014”). 
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According to Fred, John, Joseph, Brian (2004), an interview is 
non-accusatory. Even if the investigator has clear reason to 
believe that the suspect is involved in the crime or has lied, he 
should still not accuse. If the investigator does not accuse the 
suspect while interviewing him, he can establish a much better 
rapport with the suspect that will assist him in an interrogation 


after the interview. 


“Interrogation is an art. You can master it through your study 
and experience. A good investigator is not necessarily a good 
interrogator. To be a good interrogator, you need to be a good 
actor and must have an insight of human psychology. You should 
be able to act according to age, profession and intellect of the 
individual suspect because a suspect could be a lawyer, doctor, 
scientist, professor, manager or an unskilled laborer and, could 
bea child, teenager, adult and senior” (Fred, John, Joseph, Brian, 
2004). 


According to Becca and Jay (2004), the difference between 
interview and interrogation is that an interview is conducted ina 
cordial atmosphere where a witness is more comfortable 
physically and psychologically. On the other hand, whenever a 
person is questioned in an uncomfortable atmosphere 
(interrogation room) where he is under the psychological 
pressure, it is an interrogation. Interrogator, in this case, has 
more psychological advantage than his suspect. Interrogation is 
a kind of psychological warfare between interrogator and 
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suspect. Only when an interrogator overpowers a suspect 
psychologically, he gets a confession or the fact of a case which is 
not possible otherwise. 


4.2. Fraud Investigation 


A fraud investigation tries to determine whether fraud has taken 
place and tries to detect evidence of fraud has occurred. Fraud is 
considered to involve misrepresentation with intent to deceive. If 
a company makes specific promises about a product, for 
example, in order to sell that product, they may be guilty of fraud 
if they are aware that the product does not work as advertised. 
Fraud is a very real and costly problem in today's world, and it 
causes not only loss of money but also loss of life and serious 


injuries. 


Most fraud investigations begin with a meeting between the 
investigator and the client. The person launching the 
investigation explains to their investigators why they suspect 
fraud has taken place and hand over any evidence they have to 
the investigator. A good fraud investigator will use this initial 
information to find more evidence and more facts. A fraud 
investigator may use surveillance, asset searches, background 
checks, employee investigations, business investigations, and 
other types of methods to get to the bottom ofa case. 


In most cases, fraud investigations are investigations of white 


collar crime, which involves surveillance and careful 
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4.3. Investigation and Conventional Audit Compared. 


S/No. | Point of | Audit Investigation 
Difference 
1. Objective To report on the truth and | Specified by client or arising 
fairness of the financial | from his specific needs. 
statements 
2. Scope As laid down by statutes & GAAP | As agreed with Client. May 
and covers Entity’s financial | cover only specified areas of 
statements the fin. Statements. 
3. Extent of | Governed by the Companies’ Act | Terms of reference agreed 
Regulation and Auditing | with Client governs the 
standards/guidelines relationship or assignment. 
4. Timing Regular (usually annually) Ad-hoc 
5. Expected Reasonable skill and care | Much higher skill and care 
Degree Of Care | required and employed. required and employed. 
6. Depth Of | Reasonable enquiry as work | More in-depth enquiry. Work 
Enquiry covers every aspect of the fin. | may be only on specific 
Statements. area(s) of Entity’s affairs. 
A Qualification Statutes define and regulate | Statutory qualification 
qualification of an auditor. requirements not mandatory 
for an investigating 
Accountant unless specified 
by the requirements of a 
specific assignment e.g. a 
reporting Accountant must be 
a chartered Accountant in 
public practice. 


Source: Nwaobia 2014 


5.0. Concept of Forensic 


It is the investigation of a fraud or presumptive fraud with a view 
to gathering evidence that could be presented in the court- 
litigation support. 

Forensic could further be defined as the application of accounting 
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knowledge, methods, and standards for the follow up and 
collection of forensic audit trail to track and trap criminals at 
their own game. It utilizes as its baseline, an understanding of the 
business information, financial reporting system, accounting 


and auditing standards & procedures. 


Forensic encompasses the understanding of the embedded 
primary knowledge in the understanding of basic accounting, 
the secondary knowledge in the understanding of Costing, 
Management, Financial, Tax accounting, and Auditing & 
Investigation, the tertiary knowledge in the application of the 
consummate knowledge in the following regard; lifestyle 
measurement, interpretation of law, personal net worth 
valuation before and after, evaluation of loss settlement in 
litigation support, etc. 


6.0. Forensic Accounting 

“Forensic Accounting is a Scientific Accounting method of 
uncovering, resolving, analyzing and presenting fraud matters 
in a manner that is acceptable in the court of law” (Oyedokun 
2013). 


The integration of accounting, auditing and investigative skills 
yields the specialty known as Forensic Accounting. Forensic 
Accounting thus provides an accounting analysis that is suitable 
to the court which will form the basis for discussion, debate and 
ultimately dispute resolution. 
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Forensic Accounting encompasses both Litigation Support and 


Investigative Accounting. 


Forensic Accountants, utilize accounting, auditing and 
investigative skills when conducting an investigation. They 
equally have ability to respond immediately and communicate 
financial information clearly and concisely in a courtroom 


setting while serving as expert witness. 


Forensic Accounting according to Black’s law dictionary is stated 
as “used in or suitable for court of law or public debate”. Forensic 
Accounting is different from the old debit or credit accounting as 
it provides an accounting analysis that is suitable to the 
organization which will help in resolving the disputes that arise 
in the organization (Owojori & Asaolu, 2009). In the conclusion 
of Owojori & Asaolu (2009), forensic accounting is the best ever 
growing areas of accounting that enables in enhancing the 
chances of success in day to day life of corporate firm by 
surmounting all the vexing and critical problems of corporate 
field as panacea. 


It is the investigation of a fraud or presumptive fraud with a view 
to gathering evidence that could be presented in the court- 
litigation support. Forensic accounting could further be 
explained to mean the application of accounting knowledge, 
methods, and standards for the follow up and collection of 
forensic audit trail to track and trap criminals at their own game. 
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It utilizes as its baseline, an understanding of the business 
information, financial reporting system, accounting and 
auditing standards & procedures. 


According to ACFE, forensic accountants, combine their 
accounting knowledge with investigative skills, using this unique 
combination in litigation support and investigative accounting 
settings. Forensic accountants may be employed by public 
accounting firms' forensic accounting divisions, by firms 
specializing in risk consulting and forensic accounting services, 
or by lawyers, law enforcement agencies, insurance companies, 
government organizations, or financial institutions. Due to 
society's heightened awareness and growing intolerance of 
fraudulent activity, demand for forensic accountants is rapidly 
increasing. 


“The traditional auditing has limitation in detecting fraudulent 
practices which the forensic accountants will effectively fill. They 
have the professional ability backed up by law to break into the 
organization system and examine the books, make discoveries 
and present the documentary evidences in the law courts” 
(Enofe, Okpako, and Atube, 2013). More revelations on the 
similarity between audit and forensic accounting would be 
adequately dealt with in 7.0 below. 


7.0. Similarities between Audit and Forensic Accounting 
To Richter (2010), the most notable differences between 
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financial statement audit and forensic accounting are the 
objectives of the tasks performed. He noted that certain 
similarities may be present, but the differences create a wide gap 
which justifies the need for specialization in forensic accounting. 
The users of financial audit and forensic examination reports are 
the key differences between the objectives of a financial audit and 
forensic examination. 


According to Richter (2010), the financial audit report will aid 
management as a tool for: 


e Determining the efficiency of its marketing strategies; 

e Evaluating the soundness of its internal control policies 
to safeguard the company's assets; 

° Reviewing compliance with company policies as well as 


governmental rules and regulations. 


Forensic accounting on the other hand is more concerned in: 
e Establishing the existence of fraud; 


e Determining the extent of damage or losses involved as a 
result of the fraud or crime; 


e The gathering of sufficient evidence for use by the courts 
of law to come up with a fair and judicial ruling for 
indemnification and/or prosecution. 


In the opinion of Butner (nd), forensic accounting is one of the 
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most in-demand fields of accounting, especially following the 
losses suffered by victims of fraudsters such as Bernie Madoff. 
Forensic accountants commonly specialize in uncovering fraud. 
He asserts that soft skills such as conducting effective interviews 
are vital to any forensic accountant, and that the volume of data 
produced by modern companies requires analytical tools to 
direct the forensic accountant's attention toward suspicious 
transactions or accounts. This then means that in forensic 
accounting engagement, the use of modern analytical tools is 
key. 


Richter (2010) revealed that in spite of lengthy differences, there 
are similarities in the ways and methods of carrying out duties 
and responsibilities as a means to attain the objectives: 


a. The financial accountant also pursues the indications of 
fraud, prepares a report on the extent verified, and makes 
recommendations for further investigations. However, 
these functions are performed as a result of the financial 


audit review and not as the auditor's main goal. 


b. Financial audit examination like forensic accounting 
includes verification and inspection of supporting 
documents to ascertain accuracy of claims against the 
company. 

c. Calculating valuations of assets to ensure that the 


company's net worth are fairly valued, using methods 
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prescribed by fundamental and GAAP rules. 


Reviewing methods of allowing credit, the effectiveness 
of enforcing credit requirements, the quality of creditors, 


and efficiency of collection efforts. 


Checking on compliance with statutory and regulatory 
requirements by governing bodies. In financial audit, the 
aim is to avoid penalties and sanctions; in forensic 
accounting, the objective is to determine the possible 
existence of third party claims or willful desire to evade 


the obligations. 


Confirming the genuineness and accuracy of receivable 
balances by sending out confirmation letters. Financial 
statement audit and forensic audit of banking institutions 
both include confirmation of balance and genuineness of 


accounts. 


“These are only a few of the similarities. Some may arise based on 


the need of the users, where the basic aim of the financial audit is 


to aid management, while forensic accounting generally seeks 


evidence to support litigations” (Richter, 2010). 


8.0. Conclusion 


Forensic accounting services may be needed by different types of 


individuals, institutions, industries, or organizations for the 


purpose of collecting financial evidence. This evidence can be 
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used in court to settle a dispute or to support or negate claims for 
indemnification regarding losses sustained and to seek justice or 
redress against fraud perpetrator(s) for betraying trust and 
confidence. Audit exercise on the other hand aims at expressing 
an opinion as to the true and fairness of the financial statement 
examined. Audit is statutorily required while investigation 
process would only be activated when the situation is beclouded. 
Investigation is though tailored towards a particular cause of 
event which could be financial or non-financial in nature. There 
are both local and International Standards on Auditing; there is 
no convergence of standards on Investigation and forensic 


accounting. 


Richter (2010) also concluded that the key differences between 
financial statement audits vs. forensic accounting are the goals 
and objectives. She states that “In a financial statement audit, the 
main concern is compliance--to ensure that financial reports are 
based on prescribed rules, principles, and policies. The financial 
auditor's scope of responsibility is mainly based on what is 
beneficial and in the interest of the company” (Richter, 2010). 


Forensic accounting techniques are useful in prevention, 
detection, and deterrence in the area of fraud, money laundering, 
investigations, crime and terrorist financing. These techniques 


includes, investigative skills, audit skills, legal skill etc. 


It is now clear that audit, investigation and forensic accounting 
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are much related, but they cannot be used interchangeably. 


It is hereby recommended that all would be forensic 
investigators, fraud/forensic auditors, statutory auditors, and 
investigative accountants, should be well equipped with Forensic 
accounting techniques to aid them in obtaining admissible 
evidence suitable for litigation purposes. 
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CHAPTER FOUR 
EXPLORING THE MEDIA'S ROLE IN FIGHTING FRAUD 
AND CORRUPTION 


Abstract 

The media plays a very important role in the promotion of good 
governance and in minimizing corruption. It raises awareness of 
the public about corruption. The media can be effective if it has 
access to information and when there is freedom of expression, as 
well as professional and ethical cadre of investigative journalists. 
This paper examines the concepts of fraud and lies, the concept of 
corruption, the media, categories of media and the media's 
current role in combating future frauds and corruption. The 
paper consider the benefits journalists gain by attending anti- 
corruption trainings/events and highlights some notable 
corruption and money laundry in Nigeria, Kenya and Cameroon, 
Methodology used in arriving at the conclusion was content 
analysis, which employ review of relevant books and articles on 


the subject of discussion. 


Key words: Media, Fraud Investigation, Forensic Accounting, 
Anti-Money Laundering 


1.0. Introduction 

Itis worth noting that investigative journalists play an important 
role in combatting fraud and corruption, and that there are 
commonalities between journalists and anti-fraud professionals 
in the way we do our jobs and tools we use. According to a19" 
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Century British social thinker - John Ruskin, I would say, “It's not 
what's on the page that matters; it's what's not on the page that 
matters. As fraud fighters, we have been taught to gather 
documents, review information, interview subjects and then 
draw our conclusions. While that approach will detect the 
simplest of frauds, it won't detect the type of complex financial 
frauds that are increasingly making headline news. It is 
important that in this our day and age both journalist and anti- 
fraud professionals should explore where they can help each 
other and benefit from each other's knowledge and skills.” 


2.0. Methodology 

Content analysis and review methods were adopted in putting 
this article together. The source of data was secondary, where 
available literature on Media's role, forensic accounting, 
investigation and anti- Money Laundering were reviewed to 
come up with informed conclusion for the purpose of increasing 


the frontiers of knowledge. 


3.1. Concept of Fraud and Lying 

Fraud is an intentional (deliberate) deception resulting in injury 
to another person. According to Oyedokun (2013), in a broad 
strokes definition, fraud is a deliberate misrepresentation which 
causes another person to suffer damages, usually monetary 
losses. 


It has been noted that most people consider the act of lying to be 
fraudulent, but in a real and legal sense, lying is just only one but 
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small element of actual fraud. 


Fraud usually involves lying for a specific gain that causes 
someone loss while lying does not always include hurt. 


Lie is to bridge a gap; experience has shown that Strangers lie 10 
times in 10 minutes when they first meet. In fact, Men lie 8 times 


to boost self-up. 


On Tuesday June 19, 2012, at ACFE 23rd Annual Conference in 
Orland FL, Pamela Meyer, CFE, author of the best-selling book, 
"Lie-spotting: Proven Techniques to Detect Deception," during 
her Tuesday working lunch keynote, pointed out the followings 
for our education with respect to the concept of lie: 


1. A lie has no power whatsoever by its mere utterance. Its 
power emerges when someone else agrees to believe that 
lie. 

2. "We would all live a life of horror and social decay if we 
insisted on absolute honesty at the expense of social 
dignity”. 

3. Lying is "as old as breathing. It's part of our history and 
culture." She said we're hard-wired to be deceptive from 
childhood, and by the time we're breadwinners we've 
entered a world cluttered "with spam, fake digital friends, 
partisan media, ingenious identity thieves, world-class 


Ponzi schemers — a post-truth society.” 
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4. Knowing all these, fraud examiners, she said, must 
further sharpen their interview skills. "And though we 
will never become mind readers with 100 percent 
accuracy, with the right training we can get a little closer 
to the truth.” 


Pamela Meyer, a CFE, also gave several body language indicators: 


= 


Lip smacking /biting. 
Grooming gestures. 
Hand wringing. 
Excessive sweating. 
Closed eyes. 
Slumped posture. 


IOP WN 


Lowered voice. 


After providing numerous other lie spotting techniques, she said 
that "the truths about lying are very hard truths. It's prevalent, 
it's dangerous.” 


We have mixed feelings about it. Without training we're not very 
good at detecting it. "All you really need are your eyes, your ears, 
your absolute objectivity and sense of fairness," Meyer said. 


We're not very good at detecting it. "All you really need are your 
eyes, your ears, your absolute objectivity and sense of fairness," 
Meyer said. 
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"That's enough. When you start to signal everyone around you... 
our world is going to be one that's strengthened, and falsehood is 
identified and marginalized" (Mayer 2012). 


3.2. Fraud Investigation 

Fraud investigation deals with investigation of fraudulent 
activities, outcome of fraud investigation may or may not be used 
for legal purposes. Media practitioners also involve in 
investigation before they can publish their findings. These set of 
professionals should be properly trained in fraud investigation 
techniques to enable them to perform as expected. This will also 
afford them the opportunity of observing the right of parties 
involved while reporting their findings. 


Experts have opined that all fraud investigations are forensic 
accounting investigation but not all forensic accounting 


investigations are fraud investigation. 


3.3. Forensic Accounting Investigation 

Forensic accounting investigation is investigation that is 
conducted with the intention that the outcome will have legal 
consequences. Unlike fraud investigation, forensic accounting 
investigation covers both fraudulent investigations and non- 
fraudulent investigations. Fraud investigation is an aspect of 


forensic accounting investigation. 


3.4. Concept of Corruption 
According to Dr. Harald Bammel in his preface to book on 
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Corruption in Cameron by Gerddes-Cameroon (1999), “In 
principle, corruption is a scourge which has existed since human 
beings started organizing themselves into communities, 


indicating that corruption exists in countries in the World over”. 


Corruption, according to Gerddes-Cameroon (1999), is the 
violation of the obligations of probity, fidelity and impartiality in 
the exercise of a public service, to the detriment of the user. 
Corruption is said to have taken place when an individual is paid 
to perform or refrain from performing his duty either with gifts, 
promises or presents; corruption is also deemed to have 
occurred when an individual pays a compliant professional to do 


his work or to refrain from doing so. 


4.0. The Media 

To Komolafe (2012), the media (commonly referred to as mass 
media) are channels of mass communication. These include: 
newspapers, magazines, books, radio, television, cinema, 


photograph and lately the internet. 


“The media derives its powers and influence from a unique and 
peculiar feature simultaneous communication of messages to a 


large audience” (Komolafe 2012). 


4.1. Categories of the Media 
Notably is the fact that the ability of a mean to be referred as 
media is for such to have ability to reach many people 


simultaneously. 
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The following are thus the categories of mass media: 
1. Print media; 
a. Newspaper 
b. Journals 
c. Magazine 
d. books 


2. Electronic media (Audio and Visual) 


a. Radio 

b. Tapes 

c. Compact discs 
d. Television 

e. Cinema 

f. internet 


4.2. General role of Media 
Media has a general role to play even in fraud and corruption 
fighting; Komolafe (2012) mentioned that the roles of media 


include: 
1. Traditional roles 
2. Developmental roles 


3. Therolein cashless system 


For the purpose of this article, the traditional and developmental 


roles are highlighted below: 


1. Traditional roles 
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Helps in information dissemination 
Help in the process of educating the general public 
Serves as watchdog of the society 


Are noted for entertainment 


panos Pp 


Promote culture 


2. Developmental roles 
a. Set agenda by determining what people read 
b. Shaping public opinion by influencing the 
thinking and mindset of people 
c. Influencing public policy by setting the agenda 


and shaping public opinion 


4.3. The Media's Current Role in Combating Future Frauds 
and Corruption. 

Media plays a vital role in the anti-fraud and anti-corruption 
crusade. It has been recognized on several occasions and in 
several studies for instances by the World Bank and 
Transparency International (TI), that investigative reporting is 
the single most effective technique to combat corruption. In 
2012, TI asked 3,000 business people how best to fight 
corruption, and when being able to choose between a number of 
approaches ranging from international conventions on bribery 
and corruption to national anti-bribery laws and due diligence by 
business partners, governments and banks, a majority picked 
investigative reporting. Journalism and its possible effect of 
naming and shaming, is apparently seen as a very effective 
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deterrent. 


Apart from all these, media can play a much larger role in 
combatting fraud. The report published by Margo Smith, 
Investigative Journalist and Director, Association of Investigative 
Journalists for the European Parliament Budgetary Control 
Committee showed a stunning indifference by European media 
to cover- let alone investigate the large amounts of money being 
dispersed through many European Union programme. 


European Union is a hard nut to crack, apparently. According to 
Margo Smith, reporters give up easily when the reporting gets 
complicated or too data-orientated. There still is a lack of skills 
amongst reporters to deal with issues of fraud and corruption. 
Journalists with ground breaking qualifications such as Certified 
Forensic Investigation Professional (CFIP) and Certified Fraud 
Examiner (CFE) with growing network of members worldwide 
issued by the International Institute of Certified Forensic 
Investigation Professionals, USA (IICFIP) are much more 
comfortable with crunching the numbers, and they know how to 
build a database 


5-0. How Journalist benefit by attending anti-corruption 
training/events 

We may not be exactly 'one-of-a kind' but at least 'one-and-half of 
a kind'. We have a lot in common, fraud fighter and investigative 
reporters. We look behind the obvious, and we look, for context 
and background to connect. And we may be able to help each 
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other. From practical experience, it is often realized that often 
fraud fighters do not easily talk with reporters while 
investigating fraud cases. 


Investigations, be they journalistic or aimed at combatting fraud, 
are not done in a vacuum, but are often the result of cooperation 
between people in different professions: researchers, 
programmers, and more and more often, the crowed. If we 
increasingly use the knowledge of the crow for our 
investigations, perhaps we can learn to see each other's 
professions as part of that crowd of knowledge. 


6.0. Some notable headline on Corruption and Money 
Laundering in Nigeria 

As evidenced, below are some of the notable news headlines with 
respect to the various cases of corruption and money laundering 
in Nigeria (this is without prejudice) as reported by media 
practitioners among others: 


Some notable Names: Nigerian Corrupt-Politicians, party and 
their loot See: http://www.nairaland.com/750973/names- 
nigerian-corrupt-politiciansparty-loot 


Ibori Money-Laundering Case in London 
See: http://www.nanngronline.com/picture/ibori- 
money-laundering-case-in-london 
See also: 
And also: 
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http://www. nigeriavillagesquare.com/articles/omoyele 
-sowore/james-ibori-money-laundering-case-in- 
london-accomplices-are-charged-updated.html 
Money Laundering: SSS Detains Staff of 13 Banks over 
Lamido's Son 
See: http://www.thisdaylive.com/articles/money- 
laundering-sss-detains-staff-of-13-banks-over-lamido- 
s-son/164482/ 


Federal Court Judge Rules against Dropping Money- 

Laundering Charges in Ex-Aviation Minister Fani-Kayode's 

Case 
See: http://saharareporters.com/news-page/federal- 
court-judge-rules-against-dropping-money-laundering- 
charges-ex-aviation-minister-f 

Akingbola's N47.1 Billion Trial: EFCC Insists Rogue Banker 

Can be treated in Nigeria 
http://mobile.saharareporters.com/news- 
page/akingbola%E2%80%g9s-n471%C2%Aobillion- 
trial-efcc-insists-rogue-banker-can-be-treated-nigeria 


EFCC's Money Laundering Case Frustrated again Because of 

Babalakin's Absence from Court 
http://www.informationng.com/2012/11/efccs-money- 
laundering-case-frustrated-again-because-of- 
babalakins-absence-from-court.html 

U.S Keeps Nigeria Top Of Money Laundering List, Wants 

Autonomy For EFCC, Others 
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See: http://www.factualreporters.com/index.php/news /news- 
today/188-us-keeps-nigeria-top-of-money-laundering-list- 
wants-autonomy-for-efcc-others 


7.0. Corruption Scandals in Kenya 


According to an online platform, Eye on Kenya: Corruption 
scandals: Kenya's bane- the followings are some notable 


corruption scandals reported: 


“Just so we do not forget, here is a list of some of the corruption 
scandals plaguing Kenya, while on one hand its citizens pay taxes 
into the same corrupt coffers, and on the other, some die from 


the direct effects of these scandals”: 


1. The longest-running is the Goldenberg scandal, where the 
Kenyan government subsidized exports of gold, paying exporters 
in Kenyan Shillings (Sh) 35% over their foreign currency 
earnings. In this case, the gold was smuggled from Congo. The 
Goldenberg scandal cost Kenya the equivalent of more than 10% 
of the country's annual GDP. 


2. ASh360 million helicopter servicing contract in South Africa. 
Military officers had argued that the contract was too 
extravagant and servicing the helicopters could be done locally. 
Kenya Air Force (KAF) went ahead to spend Sh108 million as a 
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down payment for servicing the Puma helicopters, whose tail 
number is logged as 418 at Denel Aviation, a South African firm. 


3. ASh4.1 billion Navy ship deal. A Navy project was given to Euro 
marine, a company associated with Anura Pereira, the tender 
awarded in a process that has been criticized as irregular. The 
tender was worth Sh4.1 billion. Military analysts say a similar 
vessel could have been built for Sh1.8 billion. 


4. Kamsons Motors tendered for the supply of Mahindra Jeeps to 
the Police Department in the mid-1990s for close to Sh1 million 
(US$13,000) each, at a time when showrooms would have 
charged customers a sixth of the price. Moreover, the vehicles 
were being bought for a government department and were 
therefore imported duty free. Few of the more than 1,000 units 
that were imported over several years are in service today. 


5. The Prisons department lost $3 million after contracting 
Hallmark International, a company associated with Mr Deepak 
Kamani of Kamsons Motors, for the supply of 30 boilers. Only 
half of the boilers were delivered - from India and not the United 
States as had been agreed. 


6. The construction of Nexus, a secret military communication 
centre in Karen, Nairobi. The Government, through the Ministry 
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of Transport, spent Sh2.6 billion (US$36.9 million) to construct 
the complex. Three years later, military personnel have not 
moved into the centre. A phantom company, Nedermar BV 
Technologies, which is said to have its headquarters in Holland, 
implemented the secret project. The tendering process for the 


Nexus project was circumvented. 


7. Between January 2003 and September 2004, the National 
Rainbow Coalition government spent about $12-million on cars 
that were mostly for the personal use of senior government 
officials. The vehicles included 57 Mercedes-Benz, as well as Land 
Cruisers, Mitsubishi Pajeros, Range Rovers, Nissan Terranos and 
Nissan Patrols. The $12-million substantially exceeded what the 
government spent over the 2003/04 financial year on 
controlling malaria — “the leading cause of morbidity and 
mortality in Kenya”. 


8. In 2005 plans to buy a sophisticated £20 million passport 
equipment system from France. Here, government wanted to 
replace its passport printing system. The transaction was 
originally quoted at 6 million euros from Francois Charles 
Oberthur of Paris - the world's leading supplier of Visa and 
MasterCard, but was awarded to a British firm, the Anglo- 
Leasing and Finance Company Limited, at 30 million euros, who 
would have sub-contracted the same French firm to do the work. 


g. On 31 August 2007, The Guardian newspaper featured on its 
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front page a story about more than GBP 1 billion transferred out 
of Kenya by the family and associates of former Kenyan leader 
Daniel arap Moi. The Guardian sourced the information from the 
WikiLeaks article The looting of Kenya under President Moi and 
its analysis of a leaked investigative document (“the Kroll 
report”) prepared for the Kibaki government in 2004 in order to 
try to recover money stolen during Moi's rule. 


10. In June 2008, the Grand Regency Scandal broke, wherein the 
Central Bank of Kenya is alleged to have secretly sold a luxury 
hotel in Nairobi to an unidentified group of Libyan investors for 
more than 4 billion Kenyan Shillings (approx. US $60 million) 
below the appraised market value. Finance Minister Amos 
Kimunya negotiated the sale, and was censured in a near- 
unanimous motion by the Kenyan Parliament, though he 
vehemently denied the charges. 


11. More than 80,000 bags of maize valued at Sh150 million were 
allocated to briefcase millers and a defunct company in Nakuru at 
a time when the country is facing a serious shortage of maize. 
Some of the maize, which was meant to cushion Kenyans against 
rising maize flour prices and a looming famine, was sold in 
Southern Sudan for US$80 (Sh6, 000) for a 90 kg bag. The 
allocation operation was running parallel to government efforts 
to avert a looming famine facing some 10 million Kenyans, as 


reported by Nation on the maize scandal. 
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12. More than $1 million is missing from the country's free 
primary education program. 


8.0. Corruption scandals in Cameron 
International Governance Institute has this to say on its website 


about the Governance in Cameroon 


“The central government's capacity as a facilitator and 
regulator of social and economic activities to ensure 
transparent and efficient public finance management, 
improved business climate and modernization of basic 
infrastructure necessary for development and 
improvement of the living environment, lacks visibility 
and influence in the face of fund misappropriation and 
corruption by state officials. This weakness in the central 
government's capacity to monitor, scrutinize and 
improve spending and services have fractured formal 
institutional reforms causing them to encounter 
significant delays and accomplishment problems, 
including in implementation, penetration and traction. 
Corruption jeopardizes the long-term initiatives and 
human development of the poor in the Cameroonian 
society as it creates effects that are felt more directly by 
citizens than at the level of local governments. For most 
people, it is at the local government where they encounter 
the public sector-from public procurement and housing to 
business permits and licensing, through to basic services 
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such as education and health. From the point of view of 
democratic practice, the pervasive nature of corruption in 
the public service in Cameroon as reflected in its electoral 
practices and political participation, has had a negative 
toll on the viability of the nation's social contract by 
altering the nature of relationship between government 
and citizen, a relationship where public officials are not 
providing what is expected and where citizens no longer 
trust their authorities. Evidence from the Transparency 
International's Global Corruption Barometer 2003 
supports this, through its discovery that corruption hits 
the poor hardest, with direct significant effect on their 
personal and family life. Improving governance and 
fighting corruption remain the most critical factors in 
propelling growth and broad-based development in 
Cameroon to the levels necessary to significantly reduce 


poverty and strengthen international cooperation”. 


9.0. Conclusion and Recommendation 

Above thus shows that Media practitioners have a role to play in 
fraud fighting as some of their news on corruption do enable 
anti-fraud/corruption agencies to come to terms with the need to 
further investigate the fraudulent activities of the corrupt 
officers and individual. Some fraudulent cases would have gone 
unnoticed if not for the role of journalist who do make adequate 


reporting in media. 


Also, the concept of perception of detection which is the greatest 
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deterrence for fraud prevention do caution the fraudsters as they 
are always running away from the bad publicity on the media. 


To International Governance Institute, “Corruption continues to 
be menacing around the globe. Democracy, human rights, good 
governance, sustainable development and the alleviation of 
poverty have become interwoven. In improving livelihood and 
reducing poverty therefore, issues of transparency and good 


governance must have assumed prominence”. 


According to Prof. Frederick Shauer: Acting Director, Centre for 
Human Rights Policy, Kennedy School of Government, Harvard 
University the media plays two crucial roles in combating 
corruption. One is in exposing corruption and fraudulent 
practices in government, private sector and even among civil 
society organizations. The other is to promote good governance 


and human rights. The main recommendations are as follows: 


- Anti-Corruption Institutions like the IICFIP, 
Transparency International and the ACFE committed to 
the combat of corruption should contribute to capacity 
building and training of journalists to encourage 
investigative journalism. 

- The World Bank, the International Community and other 
International Anti-Corruption Watch-dogs, must raise 
their voices when journalists combating corruption fall 


into trouble with 'oppressive regimes”. This can be done 
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by calling for the unconditional release of journalists in 
cases where journalists are incarcerated. 

Freedom of speech and of the press must be guaranteed 
and Journalists themselves must be wary of 
inappropriate hospitality, inducements and conflict of 


interest situations that may compromise job interests. 
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CHAPTER FIVE 
APPROACH TO FORENSIC ACCOUNTING AND FORENSIC 
AUDIT 


Abstract 

Forensic accounting and forensic audit are not new concepts, 
however, their acceptability are just gaining momentum in 
Nigeria because of their perceived roles in National development 
and transformation. This paper presents various acceptable 
definitions and concepts of forensics and forensic accounting, 
forensic audit; it discusses other related forensic terminologies, 
distinction and similarities between statutory audit and forensic 
audit, approaches/steps and techniques in forensic audit 
engagements and functions of a forensic auditor. Content 
analysis was used in presenting facts of the paper, review of 
relevant literature gives and confirms the existing body of 
knowledge and further explanations were made with respect to 
the forensic concepts. 


Key words: Forensics, Forensic Accounting, Forensic Audit, 
Auditing, Investigative Accounting 


Introduction 

Many cases of financial statement misrepresentation have been 
reported, and to that extent, affected companies like Enron, 
WorldCom, Adelphia, Global Crossing, Xerox, Quest, and many 
others like Cendant, Lincoln Savings, ESM, Anicom, Waste 
Management, and Sunbeam, (Albrecht, 2005), and their auditors 
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have gone down. In effect, stakeholders, most especially the 
shareholders were greatly affected. There have also been 
instances where forensic accountants were called to determine 
the cause(s) of the collapse of the companies, who are involved 
and what (monetary value) was involved (Albrecht, 2005). 


The field of forensic accounting is not a new concept, though it 
has grown in popularity in recent years as it is founded upon 
understanding the mind of the fraudster in order to understand 
why frauds are committed (Hecht and Redmond 2010). 


In a bid to discussing history of forensic accounting, Rasey (nd) 
defines forensic accounting as “the use of accounting principles 
and investigation techniques to ferret out fraud and theft. 
Forensic Accountants often testify in court and are instrumental 
in building legal cases. They also provide services in seven 
different legal areas: damages, antitrust, accounting, valuation, 
general consulting and analysis”. She gave account of her 
understanding with respect to the history of Forensic Accounting 
which she considers to have been be in existent for so long, but 
the field came into its own just in the last century. This was 
presented under the following heading as follows: Early History, 
Forensic Accounting and the Mob, Forensic Accounting and the 
Lindbergh Kidnapping, Recent History, Professional History 
(Rasey, 2014). 


Forensic accounting focus is on both evidence of economic 


transactions and reporting which is as contained within an 
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accounting system, and the legal framework which allows such 
evidence to be suitable to the purpose(s) of establishing 
accountability and valuation (Dada, 2013). 


This paper thus explores various definitions and concept of 
forensic accounting, forensic audit, distinction between 
statutory audit and forensic audit, approaches and techniques to 
forensic audit, steps in forensic audit engagement, functions of 
forensic auditors and other relevant forensic terminologies. 
Readers of this paper would fully understand the science and 
approaches to forensic accounting and forensic auditing and also 
learn various techniques available to forensic accountant/ 
auditors which could be applied in internal control functions of 
business organizations (Oyedokun, 2014). 


Literature review 

2.1. Definition and Concept of Forensic and Forensic 
Accounting 

Forensic means, "belonging to, used in or suitable to courts of 
judicature or to public discussion and debate" (Webster's 
Dictionary). Forensic Accounting provides an accounting 
analysis that is suitable to the court which will form the basis for 
discussion, debate and ultimately dispute resolution (Zysman, 
2004). 


Forensic to the-free-dictionary.com means “relating to, used in, 
or appropriate for courts of law or for public discussion or 
argumentation”. It also means “relating to, or used in debate or 
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argument; rhetorical. It was also further stated to mean; relating 
to the use of science or technology in the investigation and 
establishment of facts or evidence in a court of law: e.g. a forensic 


laboratory (thefreedictionary.com). 


Forensics is pertaining to or used in courts of law or in public 
debate, adapted or suited to argumentation; rhetorical. 
Forensics is the art or study of argumentation and formal debate 
(dictionary.com). 


Forensic is used or applied in the investigation and 
establishment of facts or evidence in a court of law; "forensic 
photograph"; "forensic ballistics” 


Forensic to dictionary.reference.commeans: 

it; pertaining to, connected with, or used in courts of law or 
public discussion and debate. 

2: Adapted or suited to argumentation; rhetorical. 


To Arokiasamy and Cristal (2009) and Dhar and Sarkar (2010), 
forensic accounting is a science dealing with the application of 
accounting facts and concepts gathered through auditing 
methods, techniques and procedures to resolve legal and related 
problems which requires the integration of investigative, 
accounting, and auditing skills. 


According to Oyedokun (2011), and Zysman (2004), forensic 
accounting has existed for many years. With the growing 
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complexity of the business environment and the growing 
number of business related investigations, forensic accounting 
professionals are increasingly asked to assist in the investigation 


of financial and business-related issues. 


In the word of Shanikat and Khan (2013), forensic accounting 
has been pivotal in the corporate agenda after the financial 
reporting problems which took place in some companies around 
the world. They gave example of, Enron, Tyco, and WorldCom. 
These scandals resulted in the loss of public trust and huge 
amounts of money. In order to avoid fraud and theft, and to 
restore the badly needed public confidence, several companies 
took the step to improve the infrastructure of their internal 
control and accounting systems drastically. It was this 
development which increased the importance of accountants 
who have chosen to specialize in forensic accounting and who are 
consequently referred as forensic accountants (Shanikat and 
Khan 2013). 


Other Forensic Terminologies 

The Word 'Forensic' 

The word forensic is derived from the Latin adjective “forensics”, 
meaning "of or before the forum." In early Roman times, a 
criminal charge against a person meant presenting the case 
before a group of public individuals in the forum. 


Forensic Accounting Investigation 


Forensic accounting investigation is an aspect of forensic 


124 Compendium of Writings in Forensic Accounting and Fraud Examination 


accounting that refers to the practical steps Certified Fraud 
Examiners take in order to gather evidence relevant to alleged 
fraudulent activities. 


2.2.3. Forensic Investigation 

The utilization of specialized investigative skills in carrying out 
an inquiry conducted in such a manner that the outcome will 
have application to a court of law. A Forensic Investigation may 
be grounded in accounting, medicine, engineering or some other 


discipline. 


2.2.4. Forensic Audit 

An examination of evidence regarding an assertion to determine 
its correspondence to established criteria carried out in a manner 
suitable to the court. An example would be a Forensic Audit of 
sales records to determine the quantum of rent owed under a 
lease agreement, which is the subject of litigation. 


2.2.5. Forensic Auditing 

Forensic auditing is an aspect of forensic accounting that applies 
auditing, accounting and investigative skills to situations that 
have legal consequences. 


2.2.6. Investigative Accounting 

"Investigative accounting" is often associated with investigations 
of criminal matters. A typical investigative accounting 
assignment would be an investigation of employee theft. Other 
examples include securities fraud, insurance fraud, kickbacks 
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and proceeds of crime investigations. 


2.2.7. Litigation Support 

"Litigation Support" provides assistance of an accounting nature 
in a matter involving existing or pending litigation. It deals 
primarily with issues relating to the quantification of economic 
damages. A typical litigation support assignment would be 
calculating the economic loss resulting from a breach of contract. 


2.2.8. Fraud Examination 

According to the Association of Certified Fraud examiners' 
manual, “Fraud examination is the methodology of resolving 
allegations from inception to disposition including obtaining 
evidence, interviewing suspects, writing reports and assisting in 


detection and deterrence of fraud”. 


2.3. Characteristics of Forensic accounting 

Imoniana, Antunes, and Formigoni (2013), in order to expatiate 
on the peculiarities of forensic accounting, it is worthwhile giving 
it a broader view under the taxonomies of a sub-activity of 
accounting. Such a breakdown for forensic accounting involves 
the following: 

a) Financial accounting, economic analysis, fiscal and criminal 
law, psychological, administrative and investigative 
dispensation; 

b) Application of forensic standards - possibility to use the 
reports in proof of facts in courts or tribunals; 

c) Can be used in the following situations: 
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Investigation of frauds - thorough investigation and calculation 
of the impact on the business and therefore suggesting the arrest 
of the culprit for a criminal suit. Today, in the IT environment, 
where users' profiles are very similar and access controls are 
somehow lacking, this becomes critical. A general problem in 
forensic identification arises when a suspect is observed to havea 
particular rare trait, or combination of traits, also known to be 
possessed by the criminal (Balding and Donnelly, 1995). 


= 


Legal disputes and/or arbitration 
Preparation and submission of expert reports 
Supporting of Judges in subjects relating to accounting 


Verification of accounting records 


gogo N 


Supporting in due diligence. 


According to Zysman (2009) a capable Forensic Accountant 
should have the following characteristics: 
1. curiosity; 
persistence; 
creativity; 
discretion; 
organization; 


confidence; and 


ao opaga ae y N 


sound professional judgment. 


Still, according to the same author, a Forensic Accountant must 
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be open to consider all alternatives, scrutinize the fine details and 
at the same time see the big picture. In addition, a Forensic 
Accountant must be able to listen effectively and communicate 
clearly and concisely. 


Forensic accounting activities include (According to Zysman 
(2001): 


Criminal investigations, which are usually on behalf of the police 
with the aim of presenting evidence in a professional and concise 


manner; 


Shareholders and partnership dispute that involve analysis of 
financial records for numerous years for valuation and 
qualification of the issue in dispute; 


Personal injury claim, where, for example, economic losses from 
a motor accident or wrongful dismissal may need to be 
quantified. 


Business interruption and other types of insurance claim. These 
assignments involve a detailed review of the policy to investigate 
coverage issues and the appropriate methods of calculating the 
loss. 


Business/employee fraud investigations which can involve fraud 
tracing, asset identification and recovery, forensic intelligence 
gathering and due diligence review. 
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Matrimonial dispute involving the tracing, locating and 
evaluation of assets. 


Business economic losses, where disputed contract, construction 
claims, expropriation, product liability claims and trademarks 
are the issues. 


Professional negligence ascertains the breach and quantifies the 
loss involved, and mediation and arbitration, as a form of 
alternative dispute resolution. 


2.4. Definition and Concept of Forensic Audit 

Forensic Audit is the examination of evidence regarding an 
assertion to determine its correspondence to established criteria 
carried out in a manner suitable to the court. An example would 
be a Forensic Audit of sales records to determine the quantum of 
rent owed under a lease agreement, which is the subject of 
litigation (ACFE 2014). 


Based on their financial-economical and audit backgrounds, 
forensic auditors are involved in finding facts in order to resolve 
commercial or legal disputes, often a suspicion of fraud. As 
legislation and culture varies per country there exists not one 
single definition of forensic audit. In Belgium, forensic audit is 


defined as follows: 


“Forensic audit is the activity that consists of gathering, 
verifying, processing, analysing of and reporting on data in order 
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to obtain facts and/or evidence - in a predefined context - in the 
area of legal/financial disputes and or irregularities (including 
fraud) and giving preventative advice”. 


Forensic accounting is then the application of investigative 
auditing, procedure and analytical skills for the purpose of 
resolving financial issues scientifically and in a manner that 
meets standards required by courts of law. Forensic accounting 
method is not limited to the use of financial investigations that 
result in legal prosecution; however, if this is the purpose, the 
investigation and analysis must meet the standards required in 
the court of law that has jurisdiction (Hopwood, Leiner and 
Young, 2012, Oyedokun 2014). 


2.5. Distinction/Similarities between Statutory Audit and 
Forensic Audit 

Auditing, according to Messier (2000), is a systematic process of 
objectively obtaining and evaluating evidence regarding 
assertions about economic actions and events to ascertain the 
degree of correspondence between those assertions and 
established criteria and communicating the result to interested 


users. 


Hayes, Dassen, Schilder, and Wallage (2005) stated that by the 
audit process, the auditor enhances the usefulness and value of 
the financial statements as well as increases the credibility of 


other non-audited information released by management. 
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An Audit is a systematic approach that follows a structured, 
documented plan. An audit is an independent, objective and 
expert examination and evaluation of evidence (Hayes, Dassen, 
Schilder and Wallage 2005, p.11). 


To the Institute of Chartered Accountants in England and Wales 
(2005), “audits serve a vital economic purpose and play an 
important role in serving the public interest to strengthen 
accountability and reinforce trust and confidence in financial 
reporting. As such, audits help enhance economic prosperity, 
expanding the variety, number and value of transactions that 
people are prepared to enter into. However, in recent years, and 
in the light of corporate scandals, we have witnessed ongoing 
global demands for improvements in audit quality”. 


The objective of an audit of financial statements is to enable the 
auditor to express an opinion whether the financial statements 
are prepared, in all material respects, in accordance with an 
applicable financial report framework. The phrases used to 
express an auditor's opinion are: ‘give a true and fair view' or 
‘present fairly in all material respect which are equivalent terms. 
The ‘applicable financial reporting framework' comprises those 
requirements of accounting standards, law and regulations 
applicable to the entity determine the form and content of its 
financial statements (Millichamp and Taylor 2008: 4). 


Financial statement audit determines whether the overall 
financial statement present fairly in accordance with specified 
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criteria. This type of audit usually covers the basic set of financial 
statements (balance sheet, income statement, statement of 
stockholders' equity, and a statement of cash flows), and 
generally accepted accounting principles (GAAP) services as the 
criteria. However, certain financial statement audit may entail 
the use of other criteria, such as cash basis or income tax basis. 
For example, many real estate partnerships prepare financial 
statement using an income tax basis (Messier 2000: 11). 


Audit of financial statements examine financial statement to 
determine if they give a true and fair view or fairly present the 
financial statements in conformity with specified criteria. The 
criteria may be International Financial Reporting Standards 
(IFRS), generally accepted accounting principles (GAAP), 
National company laws or tax law (Hayes, Dassen, Schilder and 
Wallage 2005: 14). 


Statutory audit must now take the garb of forensic 
investigations. The problem with the present system of forensic 
investigation is that it is focused more on financial transactions 
than on the totality of the entity's operations and often time 
neglects areas where there have been constant leakages of other 
organizational resources have financial consequences but which 
are not easily detected by a normal analysis of the financial 
statement (Enyi, 2008). 


2.6. Similarities between Audit and Forensic Accounting 
To Richter (2010), the most notable differences between 
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financial statement audit and forensic accounting are the 
objectives of the tasks performed. He noted that certain 
similarities may be present, but the differences create a wide gap 
which justifies the need for specialization in forensic accounting. 
The users of financial audit and forensic examination reports are 
the key differences between the objectives of a financial audit and 


forensic examination. 


According to Richter (2010), the financial audit report will aid 


managementas a tool for: 


1. Determining the efficiency of its marketing strategies; 

2. Evaluating the soundness of its internal control policies 
to safeguard the company's assets; 

3. Reviewing compliance with company policies as well as 
governmental rules and regulations; 

4. Forensic accounting on the other hand is more concerned 
with; 

5. Establishing the existence of fraud; 

6. Determining the extent of damage or losses involved as a 
result of the fraud or crime; 

7. The gathering of sufficient evidence for use by the courts 
of law to come up with a fair and judicial ruling for 


indemnification and/or prosecution. 


In the opinion of Butner (nd), forensic accounting is one of the 
most in-demand field of accounting, especially following the 
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losses suffered by victims of fraudsters such as Bernie Madoff. 
Forensic accountants commonly specialize in uncovering fraud. 
He asserts that soft skills such as conducting effective interviews 
are vital to any forensic accountant, and that the volume of data 
produced by modern companies require analytical tools to direct 
the forensic accountant's attention toward suspicious 
transactions or accounts. This then means that in forensic 
accounting engagement, the use of modern analytical tools is 
key. 


Richter (2010) revealed that in spite of lengthy differences, there 
are similarities in the ways and methods of carrying out duties 
and responsibilities as a means to attain the objectives. 


The financial accountant also pursues the indications of fraud, 
prepares a report on the extent verified, and makes 
recommendations for further investigations. However, these 
functions are performed as a result of the financial audit review 
and notas the auditor's main goal. 


Financial audit examination like forensic accounting includes 
verification and inspection of supporting documents to ascertain 
accuracy of claims against the company. 


Calculating valuations of assets to ensure that the company's net 
worth are fairly valued, using methods prescribed by 
fundamental and GAAP rules, which are: reviewing methods of 
allowing credit, the effectiveness of enforcing credit 
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requirements, the quality of creditors, and efficiency of collection 
efforts, checking on compliance with statutory and regulatory 
requirements by governing bodies. 


In financial audit, the aim is to avoid penalties and sanctions; in 
forensic accounting, the objective is to determine the possible 
existence of third party claims or willful desire to evade the 
obligations. 


It also involves confirming the genuineness and accuracy of 
receivable balances by sending out confirmation letters. 
Financial statement audit and forensic audit of banking 
institutions both include confirmation of balance and 


genuineness of accounts. 


“These are only a few of the similarities. Some may arise based on 
the need of the users, where the basic aim of the financial audit is 
to aid management, while forensic accounting generally seeks 
evidence to support litigations” (Richter, 2010). 


2.7. Approaches/Steps and Techniques to Forensic Audit 
Engagement 

2.7.1. Typical Approach to a Forensic Accounting 
Assignment 

Each forensic accounting assignment is unique. Accordingly, the 
actual approach adopted and the procedures performed will be 
specific to it. However, in general, many Forensic Accounting 
assignments will include the steps detailed below (Zysman, 
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2004): 


1. Meet with the client 
It is helpful to meet with the client to obtain an understanding of 
the important facts, players and issues at hand. 


2. Perform aconflict check 
A conflict check should be carried out as soon as the relevant 
parties are established. 


3. Perform an initial investigation 

It is often useful to carry out a preliminary investigation prior to 
the development of a detailed plan of action. This will allow 
subsequent planning to be based upon a more complete 
understanding of the issues. 


4. Develop an Action Plan 

This plan will take into account the knowledge gained by meeting 
with the client and carrying out the initial investigation, and will 
set out the objectives to be achieved and the methodology to be 
utilized to accomplish them. 


5. Obtain the relevant evidence 

Depending on the nature of the case, this may involve locating 
documents, economic information, assets, a person or company, 
another expert or proof of the occurrence of an event. 


6. Perform the analysis 
The actual analysis performed will be dependent upon the nature 
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of the assignment and may involve: 


i. calculating economic damages; 

ii. summarizing alarge number of transactions; 

iii. performing tracing of assets; 

iv. performing present value calculations utilizing 
appropriate discount rates; 

v. performing aregression or sensitivity analysis; 

vi. utilizing a computerized application such as a spread 
sheet, data base or computer model; and 


vii. utilizing charts and graphics to explain the analysis. 


7. Prepare the report 

Often, a report will be prepared which may include sections on 
the nature of the assignment, scope of the investigation, 
approach utilized, limitations of scope and findings and/or 
opinions. The report will include schedules and graphics 
necessary to properly support and explain the findings. 


In other climes, it is believed that each forensic audit assignment 
is unique, so also approach to be adopted and the procedures 
performed will be specific to such. In general, the following steps 
are followed (cpajerseycitynj.com): 


Meet with the Client 
First, we meet with our client to obtain an understanding of the 
important facts, players, and issues at hand. It is a well 
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understood aspect of our conducting our investigation that 


setting clear expectations and constant communication to all of 


the key parties is an essential part of our process. Our aim is for 


our communications to be clear and concise. 


Engagement letter 


Second, we would issue an engagement letter which would 


include the scope of services, and fee arrangements. 


Information we need prior to commencement: 


Iv. 


vi. 


vii. 


Whatis the time frame under review? 


What is the nature of the concerns and allegations? 


. Where is the site, and what are the logistical demands to 


work effectively? 

Who are the targets? Based on the predication, determine 
the potential targets of the investigation; 

What is the nature of the concerns? 

Have other investigations with the same focus been 
conducted? 


What other entities, regions, or sites may be involved? 


viii.Perform an initial investigation; 


ix. 


Determine whether any allegation requires immediate 
remedial action; 


Obtain the relevant evidence; 


. Perform an analysis of the audit findings. (cpajersey 


citynj.com) 
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2.7.2. Phased Engagement Approach to Forensic Accounting 
Renick (2007) in his article “a Phased Engagement Approach to 
Forensic Accounting” opined that there are several approaches to 
a forensic investigation. He recommended a phased engagement 
approach in managing the investigation efficiently as its controls 
the engagement with decision points throughout the process 
(Renick, 2007). Renick (2007) further defined a phased 
engagement as a step-by-step methodology that manages time 
and fees, and yields conclusions based upon parameters defined 
by the client (often an attorney) and the forensic accountant. 
Costs for each phase and, therefore, the cost of the entire 
engagement, can be controlled. A phased engagement also allows 
faster response and completion times because all time and 
energy are devoted to the completion of each phase before the 
next phase is commenced (Renick, 2007). The phases are as 
listed below: 


Phase 1: Exploration and Evaluation 

Before any work can begin, the client and the forensic accountant 
must define the problem, the issues involved, and the scope of the 
engagement. Then a projection of the timeframe, cost, and 
expected deliverables for each phase can be determined. 


Phase 1 concludes with a report of preliminary findings, written 
or oral. The report should indicate what additional information 
and documents are needed, a recommendation on how to 
proceed, and the identification of any potential risks. These 
might include risks to the business from public disclosure or 
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government scrutiny, and to clients for their actions or inactions, 
as well as litigation risk. Forensic accountants must bear in mind 
that all written communications may be subject to discovery. 

At this point, a determination must be made whether to continue 
to phase 2 (i.e., expansion of scope) or to conclude the 


engagement. 


Phase 2: Expansion of Scope 

Tracking and tracing: Phase 2 commences with specific 
document analysis. This analysis is more in-depth than in phase 
1; it will probably include a review of many more transactions, 
books, records, and documents requested from the opposing 
side. Phase 2 may also include the verification of certain findings 
from third parties. 


Preparing the analysis: In preparing an analysis, it is important 
for a forensic accountant to trace transactions from beginning to 
end and from end to beginning, and to review supporting 
documentation. One example would be a purchase. The 
beginning-to-end tracing may start with the request by the 
factory foreman for certain materials. The tracing would include 
requisition and inventory logs, the purchase journal, the 
accounts payable, subsidiary ledger, the cash disbursements 
journal, and the general ledger. The documents related to that 
request might include the materials requisition, the purchase 
order, the warehouse receipts journal, the voucher payable, and 
the cancelled check. 
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Reconstruction of books and records: At times, the forensic 
accountant may have to reconstruct books and records, or 
specific transactions, from whatever information is available. 
The specific information needed may not be readily available or 
may not be in a form that the forensic accountant needs or can 
use. 


Third-party verification and confirmation: At times, the 
forensic accountant may need to obtain third-party verification 
to confirm matters that arise during the investigation. These 
third parties may include vendors, customers, and banks. 


Conclusion of Phase 2: Phase 2 concludes with the delivery of a 
report to the client. As compared to the report issued in phase 1, 
the phase 2 report is almost always in writing and more formal. 
The report in phase 2 should include detailed findings, any 
additional potential risks that the forensic accountant believes 
are present, any additional information that might still be 
needed, and a recommendation as to whether the forensic 
accountant believes there is sufficient evidence or information 
for the process to continue. 

Similar to phase 1, a determination as to how to proceed must be 
made: whether to expand the investigation even further, 
whether to seek depositions and further discovery, or whether to 
conclude the matter for lack of sufficient cause or evidentiary 
matter, or because of potential risks. 


2.8. Functions of Forensic Auditor 
A forensic accountant/auditor/investigator is often retained to 
analyze, interpret, summarize and present complex financial and 
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business related issues in a manner which is both 
understandable and properly supported. 


Forensic accountant/auditor/investigator can be engaged in 
public practice or employed by insurance companies, banks, 
police forces, and government agencies like EFCC, ICPC, NDLEA 
and other organizations for any of the following functions: 


Investigating and analyzing financial evidence; 

Developing computerized applications to assist in the analysis 
and presentation of financial evidence; 

Communicating their findings in the form of reports, exhibits 
and collections of documents; and 

Assisting in legal proceedings, including testifying in court as an 
expert witness and preparing visual aids to support trial 
evidence. 

In order to properly perform these services, a Forensic 
Accountant must be familiar with legal concepts and procedures. 
In addition, a Forensic Accountant must be able to identify 
substance over form when dealing with an issue. 

A forensic accountant can also be of assistance in various ways, 
including: 


Investigative Accounting which is the: 
i. Review of the factual situation and provision of 
suggestions regarding possible courses of action. 
ii. Assistance with the protection and recovery of assets. 


iii. Co-ordination of other experts, including: 
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e Private investigators; 
e Forensicdocument examiners; 
e Consulting engineers. 
iv. Assistance with the recovery of assets by way of civil action 
or criminal prosecution. 
v. Litigation Support by: 
e Assisting in obtaining documentation necessary to 
support or refute a claim; 
e Reviewing of the relevant documentation to form an 
initial assessment of the case and identify areas of loss. 

vi.. Assisting with Examination for Discovery including the 
formulation of questions to be asked regarding the 
financial evidence; 

vii. Attending to the Examination for Discovery to review the 
testimony, assist with understanding the financial issues 
and to formulate additional questions to be asked; 

viii.Reviewing of the opposing expert's damages report and 
reporting on both the strengths and weaknesses of the 
positions taken; 

ix. Assisting with the settlement discussions and 
negotiations; and 

x. Attending the trial to hear the testimony of the opposing 
expert and to provide assistance with cross-examination. 


4.0. Conclusion and Recommendation 
It is noted in this paper that the field of forensic accounting is not 


anew concept, though it has grown in popularity in recent years 
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as it is founded upon understanding the mind of the fraudster in 
order to understand why frauds are committed (Hecht and 
Redmond 2010). Although a forensic investigation can be 
approached in many ways, the phased engagement permits a 
forensic accountant and client to divide the investigation into 
distinct phases, allowing for the control of the investigation and 
its costs (Renick, 2007). In practice, whereas the possible results 
of ordinary financial audit is pretty much predictable (e.g. 
unqualified, qualified, disclaimer or adverse opinion), the 
outcome of a forensic audit is far more unpredictable. Experts in 
this field of forensics are to be up and doing in ensuring that the 
right knowledge is sought in keeping with the required 
standards in order to enable them deliver on any engagement. It 
should also be noted by forensic accountants/auditors that the 
experience of yesterday is not sufficient to track fraudsters of 
today. Violations are becoming complex by the day, rapid 
advancement in technology is not even helping matters. 
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CHAPTER SIX 
FORENSIC ACCOUNTING AND INVESTIGATION: A 
MEANS OF CURBING MONEY LAUNDERING ACTIVITIES 


1.0. Introduction 

The theme of this summit is “Putting Nigeria on the Pedestal of 
Sustainable Economic Development: Challenges Strategies and 
Way Forward”; while my discussion will be on the topic; 
“Forensic Accounting and Investigation: A means of Curbing 


Money Laundering activities in Nigeria”. 


You will all agree with me that to really Put Nigeria on the 
Pedestal of Sustainable Economic Development, all social, 
political, miss-governance vis-a-vis corruption which are seen as 
the order of the day, and related activities must be checked in 
order to reduce, and or totally eradicate them. That is when there 
can be a country of our choice, a country in which our fore fathers 
laboured and known for. 


It isa known fact that Money Laundering and its related activities 
constitute major problem and impediment to the development of 
our dear Nation “Nigeria”. This is because; the proceeds of these 
corrupt practices are constantly being moved out of the 
economic system and later re-introduced into the system as 
though they are “clean monies” from “clean businesses”. 
Forensic accounting and investigation techniques when properly 
deployed would help in curbing the menace that is derailing 
Nigeria's train from the rail to the Pedestal of Sustainable 
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Economic Development. This presentation will look critically at 
the concept of Forensic accounting and Investigation vis-a-vism 
it's roles in curbing the activities of corrupt Nigerians who device 
Money Laundering as a means of making their illicit monies look 
clean. A number of available literature were reviewed to arrive at 


an informed conclusion and recommendation. 


Key words: Forensic Accounting, Fraud Investigation, 
Investigation, Money Laundering, National Development 


1.0. Methodology 

In putting this presentation on “Forensic Accounting and 
Investigation: A means of Curbing Money Laundering activities” 
together, content analysis method was adopted, the nature of the 
paper being the review of the role of forensic accounting and 
investigating techniques in curbing money laundering activities. 
The source of data was secondary, where available literature on 
forensic accounting, investigation and money laundering were 
reviewed to come up with an informed conclusion and 
recommendation for the purpose of increasing the frontiers of 
knowledge. 


2.0. Concepts of Forensic 


According to Webster's Dictionary Forensic means, "Belonging 
to, used in or suitable to courts of judicature or to public 
discussion and debate.” 
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Forensic to the-free-dictionary.com means “relating to, used in, 
or appropriate for courts of law or for public discussion or 
argumentation”. It also means “relating to, or used in debate or 
argument; rhetorical. It was also further stated to mean; relating 
to the use of science or technology in the investigation and 
establishment of facts or evidence in a court of law: e.g. a forensic 
laboratory (thefreedictionary.com). 


To the free dictionary.com 

When it is used as an adjective forensic means: 

1. pertaining to or used in courts of law or in public debate. 

2. adapted or suited to argumentation; rhetorical. 

3. of, pertaining to, or involved with forensic medicine or 
forensic anthropology: forensic laboratories. 


When it is used as a noun 

4. Forensics - the art or study of argumentation and formal 
debate. 

5. Forensics - a department of forensic medicine, as in a police 


laboratory. 


Thesaurus defines forensic as follows: 


When it is used as an adjective 
1. forensic - of, relating to, or used in public debate or 
argument 


2. forensic - used or applied in the investigation and 
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establishment of facts or evidence in a court of law; 


"forensic photograph"; "forensic ballistics" 


Forensic to dictionary.reference.com means: 

When it is used as an adjective 

1.pertaining to, connected with, or used in courts of law or public 
discussion and debate. 

2. Adapted or suited to argumentation; rhetorical. 


When it is use as a noun 
3. Forensics, (used with a singular or plural verb) the art or study 
of argumentation and formal debate. 


Origin of the word “forensic”: 
The word ‘Forensic’ date back 1650-1660;and it is a Latin word: 
foréns(is)that is of, belonging to the forum, public. 


5.0. Forensic Accounting 

“Forensic Accounting is a Scientific Accounting method of 
uncovering, resolving, analyzing and presenting fraud matters 
in a manner that is acceptable in the court of law” (Oyedokun 
2013). 


The integration of accounting, auditing and investigative skills 
yields the specialty known as Forensic Accounting. 
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Forensic Accounting thus provides an accounting analysis that is 
suitable to the court which will form the basis for discussion, 
debate and ultimately dispute resolution. 


Forensic Accounting encompasses both Litigation Support and 


Investigative Accounting. 


Forensic Accountants utilize accounting, auditing and 
investigative skills when conducting an investigation. They 
equally have the ability to respond immediately and 
communicate financial information clearly and concisely in a 


courtroom setting while serving as expert witness. 


Forensic Accounting, according to Black law dictionary, is stated 
as “used in or suitable for court of law or public debate” 


Forensic Accounting is different from the old debit or credit 
accounting as it provides an accounting analysis that is suitable 
to the organization which will help in resolving the disputes that 
arise in the organization (Owojori and Asaolu, 2009). This 
resolution can be extended to our dear Nation Nigeria at large. 
You will recall the political and electoral case of the State of Osun, 
Nigeria in the year 2007, where our able Governor, Ogbeni Rauf 
Aregbesola utilized forensic Accountants in proving his case in 
appeal court and thereby reclaimed his mandate as the Governor 
of the State. 
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“Aregbesola was formerly an activist. He was Lagos 
Commissioner for Works and Infrastructure when he ran 
for election in April 2007 on the Action Congress 
platform. In May 2008, Aregbesola called over 100 
witnesses and tendered 168 exhibits in his petition before 
the Election Petitions Tribunal, alleging violence and 
ballot boxes stuffing in the election. In an October 2008 
interview, he described Oyinlola as "a bully who came 
froma reactionary military arm", stating that Oyinlola 
had done nothing for the people of Osun state. He also 
claimed that 12 people had died in the election violence” 
(en.wikipedia.org). 


From the above, it was noted that the use of 100 witnesses,168 
exhibits and confirmed claim that 12 people had died in the 
election violence earned Aregbesola his mandate where Justices 
of the Federal Appeal Court, Ibadan finally declared him 
(Aregbesola) the winner of the 2007 election, ordering that he be 


sworn in as governor by noon on 27 November 2010. 


Owojori and Asaolu (2009) concluded that forensic accounting is 
the best ever growing areas of accounting that enhances the 
chances of success in day to day life of corporate firm by 
surmounting all the vexing and critical problems of corporate 
field as panacea. 
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It is the investigation of a fraud or presumptive fraud with a view 
to gathering evidence that could be presented in court, as 
litigation support. 


Forensic accounting could further be explained to mean the 
application of accounting knowledge, methods, and standards 
for the follow up and collection of forensic audit trail to track and 
trap criminals at their own game. It utilizes as its baseline, an 
understanding of the business information, financial reporting 


system, accounting and auditing standards and procedures. 


Forensic Accountants, according to ACFE, combine their 
accounting knowledge with investigative skills, using this unique 
combination in litigation support and investigative accounting 
settings. Forensic accountants may be employed by public 
accounting firms' forensic accounting divisions, by firms 
specializing in risk consulting and forensic accounting services, 
or by lawyers, law enforcement agencies, insurance companies, 
government organizations, or financial institutions. Due to 
society's heightened awareness and growing intolerance for 
fraudulent activity, demand for forensic accountants is rapidly 


increasing. 


5-1. Forensic Investigation 


This is the utilization of specialized investigative skills in carrying 
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out an inquiry conducted in such a manner that the outcome will 
have application in a court of law. A Forensic Investigation may 
be grounded in accounting, medicine, engineering or some other 


discipline. 


5.2. Forensic Audit 


This is the examination of evidence regarding an assertion to 
determine its correspondence to established criteria carried out 
in a manner suitable for use in the court. An example would bea 
Forensic Audit of sales records to determine the quantum of rent 
owed under a lease agreement, which is the subject of litigation. 


Based on their financial; economical and audit backgrounds 
forensic auditors are involved in finding facts in order to resolve 
commercial or legal disputes, often a suspicion of fraud. As 
legislation and culture vary per country, there exists not one 
single definition of forensic audit. In Belgium forensic audit is 
defined as follows: 


“Forensic audit is the activity that consists of gathering, 
verifying, processing, analyzing of and reporting on data 
in order to obtain facts and/or evidence - in a predefined 
context - in the area of legal/financial disputes and or 


irregularities (including fraud) and giving preventative 


advice”. 
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6.0. Fraud and lying theory 

Fraud usually involves lying for a specific gain that causes 
someone loss while lying may not always include hurt. For 
example, if you take your car to an unscrupulous mechanic, he 
may tell you that he makes one hundred thousand Naira a year. If 
this is a lie, it does not hurt you. However, if your car does not 
need repairs but the mechanic convinces you that your car needs 
#50,000.00 in body work, the mechanic has committed fraud 
because he has twisted the truth in a way that means financial 
loss for you (Albrecht, 2006: Oyedokun, 2013). 


7.0. Investigations 

Investigation is the act or process of investigating or the 
condition of being investigated. A searching inquiry for 
ascertaining facts; detailed or careful examination (dictionary. 


reference.com ). 


Investigation is a vital part of forensic accounting and auditing 
process, but only applied when the event or transaction is 
beclouded. It is carried out when lapse has been established to 
ascertain who is responsible, the reason for the action, including 
the extent of damage if any. It could be referred to as a detailed 
verification and clarification of doubt about a transaction or 


event. 


It is the search and examination of the particulars of an event to 
determine the hidden, unique, or complex facts surrounding the 
event. A deliberate search and review of records in accordance 
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with the laid down and agreed policies in order to ascertain if and 
why the keeping of the records resulted in a gap and the 
responsible person. 


Investigation is a structured gathering of documentary evidence 
and testimony to resolve an allegation of improper activity. 

In most cases, fraud investigations are investigations of white 
collar crime, which involves surveillance and careful 
consideration of complicated financial records. 


7.1. Interview and Interrogation 

Interview and Interrogation are two major techniques in 
investigation that are used to elicit responses from the suspect or 
accused. It should, however, be noted that the investigator 
(interviewer or interrogator) cannot usurp the power of the 
court of competent jurisdiction by pronouncing the suspect or 
accused guilty. His/her role is to gather evidence that can be used 
to prove or disprove the act in issue (Fred, John, Joseph, Brian, 
2004). 


According to Fred, John, Joseph, Brian (2004), an interview is 
non-accusatory. Even if the investigator has clear reason to 
believe that the suspect is involved in the crime or has lied, he 
should still not accuse. If the investigator does not accuse the 
suspect while interviewing him, he can establish a much better 
rapport with the suspect that will assist him in an interrogation 


after the interview. 
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“Interrogation is an art. You can master it through your study 
and experience. A good investigator is not necessarily a good 
interrogator. To be a good interrogator you need to be a good 
actor and must have an insight into human psychology. You 
should be able to act according to age, profession and intellect of 
the individual suspect because a suspect could be a lawyer, 
doctor, scientist, professor, manager or an unskilled laborer and, 
could be a child, teenager, adult and senior” (Fred, John, Joseph, 
Brian, 2004). 


To Becca and Jay, (2004), the difference between interview and 
interrogation is that an interview is conducted in a cordial 
atmosphere where a witness is more comfortable physically and 
psychologically. On the other hand, whenever a person is 
questioned in an uncomfortable atmosphere (interrogation 
room) where he is under the psychological pressure, it is an 
interrogation. Interrogator, in this case, has more psychological 
advantage than his suspect. Interrogation is a kind of 
psychological warfare between interrogator and suspect. It is 
only when an interrogator overpowers a suspect psychologically 
that he can gets a confession or the fact of a case which is not 
possible otherwise. 


8.0. Money Laundering 


The goal of a large number of criminal acts is to generate a profit 
for the individual or group that carries out the act. Money 
Laundering is the processing of these criminal proceeds to 
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disguise their illegal origin. This process is of critical importance, 
as it enables the criminal to enjoy these profits without 


jeopardizing their source. 


Illegal arms sales, smuggling, and the activities of organized 
crime, including for example drug trafficking and prostitution 
rings can generate huge amounts of proceeds. Embezzlement, 
insider trading, bribery and computer fraud schemes can also 
produce large profits and create the incentive to “legitimize” the 
ill-gotten gains through money laundering. 


When a criminal activity generates substantial profits, the 
individual or group involved must find a way to control the funds 
without attracting attention to the underlying activity or the 
persons involved. Criminals do this by disguising the sources, 
changing the form, or moving the funds to a place where they are 
less likely to attract attention (Financial Action Task 
Force“FATF”). 


Money laundering, according to Bruce (nd), is the disguising of 
funds derived from illicit activity so that they may be used 
without detection of the illegal activity that produced them. 
Money laundering involves three stages: placement, layering and 


integration. 


Money laundering stages are also known as money laundering 
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cycle. It is broken down into three distinct stages, and it is 
however important to remember that money laundering is a 
single process. The stages of money laundering include the: 


e Placement Stage 
e Layering Stage 


e IntegrationStage 


8.1. Methods and Stages of Money Laundering 


Steel_(nd) explained that there are three are distinct stages of 
money laundering, i.e.; placement, layering and integration as 
follows: 


8.1.1. Placement 


This is the first stage in the washing cycle. Money laundering is a 
"cash-intensive" business, generating vast amount of cash from 
illegal activities (for example, street dealing of drugs where 
payment takes the form of cash in small denominations). The 
monies are placed into the financial system or retail economy or 
are smuggled out of the country. The aim of the launderer is to 
remove the cash from the location of acquisition so as to avoid 
detection from the authorities and to then transform it into other 
asset forms; for example: traveler’s cheques, postal orders, etc. 


8.1.2. Layering 


In the course of layering, this is the first attempt at concealment 
or disguise of the source of the ownership of the funds by creating 
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complex layers of financial transactions designed to disguise the 
audit trail and provide anonymity. The purpose of layering is to 
disassociate the illegal monies from the source of the crime by 
purposely creating a complex web of financial transactions 
aimed at concealing any audit trail as well as the source and 
ownership of funds. 


Typically, layers are created by moving monies in and out of the 
offshore bank accounts of bearer share shell companies through 
electronic funds' transfer (EFT). Given that there are over 
500,000 wire transfers - representing in excess of $1 trillion - 
electronically circling the globe daily, most of which is legitimate, 
there isn't enough information disclosed on any single wire 
transfer to know how clean or dirty the money is, therefore 
providing an excellent way for launderers to move their dirty 
money. Other forms used by launderers are complex dealings 
with stock, commodity and futures brokers. Given the sheer 
volume of daily transactions, and the high degree of anonymity 
available, the chances of transactions being traced is 


insignificant. 


8.1.3. Integration 


The final stage in the process: This is the stage at which the 
money is integrated into the legitimate economic and financial 
system and is assimilated with all other assets in the system. 
Integration of the "cleaned" money into the economy is 
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accomplished by the launderer making it appear to have been 
legally earned. By this stage, it is exceedingly difficult to 
distinguish legal and illegal wealth. 


8.2. Money Laundering Methods 


People.exeter.ac.uk gives details of the method a money 
launderer employs in the money laundering process as follows: 


8.2.1 Placement -The process of placement can be carried out 
through many processes including: 


1. Currency Smuggling - This is the physical illegal 
movement of currency and monetary instruments out of 
a country. The various methods of transport do not leave 
a discernible audit trail (FATF 1996-1997 Report on 
Money Laundering Typologies). 


2. Bank Complicity - This is when a financial institution, 
such as banks, is owned or controlled by unscrupulous 
individuals suspected of conniving with drug dealers and 
other organized crime groups. This makes the process 
easy for launderers. The complete liberalization of the 
financial sector without adequate checks also provides 


leeway for laundering. 


3. Currency Exchanges - In a number of transitional 


economies the liberalization of foreign exchange markets 
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provides room for currency movements and as such 
money laundering schemes can benefit from such 


policies. 


Securities Brokers - Brokers can facilitate the process of 
money laundering through structuring large deposits of 
cash in a way that disguises the original source of the 
funds. 


Blending of Funds - The best place to hide cash is with a 
lot of other cash. Therefore, financial institutions may be 
vehicles for laundering. The alternative is to use the 
money from illicit activities to set up front companies. 
This enables the funds from illicit activities to be obscured 


in legal transactions. 


6. Asset Purchase - The purchase of assets with cash is a 


classic money laundering method. The major purpose is 
to change the form of the proceeds from conspicuous 
bulk cash in to some equally valuable but less 


conspicuous form. 


8.2.2. Layering -The known methods are: 


1. 


Cash converted into Monetary Instruments - Once the 
placement is successful within the financial system by 
way of a bank or financial institution, the proceeds can 
then be converted into monetary instruments. This 


involves the use of banker's drafts and money orders. 
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2. Material assets bought with cash then sold - Assets 
that are bought through illicit funds can be resold locally 
or abroad and in such a case the assets become more 


difficult to trace and thus seize. 


8.2.3. Integration -The known methods used are: 


1. Property Dealing- The sale of property to integrate 
laundered money back into the economy is a common 
practice amongst criminals. For instance, many criminal 
groups use shell companies to buy property; hence 


proceeds from the sale would be considered legitimate. 


2. Front Companies and False Loans - Front companies 
that are incorporated in countries with corporate secrecy 
laws, in which criminals lend themselves their own 
laundered proceeds in an apparently legitimate 


transaction. 


3. Foreign Bank Complicity - Money laundering using 
known foreign banks represents a higher order of 
sophistication and presents a very difficult target for law 
enforcement. The willing assistance of the foreign banks 
is frequently protected against law enforcement scrutiny. 
This is not only through criminals, but also by banking 


laws and regulations of other sovereign countries. 


4. False Import/Export Invoices - The use of false invoices 


by import/export companies has proven to be a very 


166 Compendium of Writings in Forensic Accounting and Fraud Examination 


effective way of integrating illicit proceeds back into the 
economy. This involves the overvaluation of entry 
documents to justify the funds later deposited in domestic 


banks and/or the value of funds received from exports. 


9.0. Financial Action Task Force on money laundering 
(FATF) 


In response to mounting concern over money laundering, the 
Financial Action Task Force on money laundering (FATF) was 
established by the G-7 Summit in Paris in 1989 to develop a 
coordinated international response. One of the first tasks of the 
FATF was to develop Recommendations, 40 in all, which set out 
the measures national governments should take to implement 


effective anti-money laundering programmes. 


FATF in its position paper provided answers to the following 
questions which is very useful in this presentation: 


1. How does money laundering affect business? 


2. What influence does money laundering have on 


economic development? 
What is the connection with society at large? 
How does fighting money laundering help fight crime? 


What should individual governments be doing about it? 


Gy g ae «Ge 


Should government with measures in place still be 
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concerned? 


7. What about multilateral initiatives? 


9.1. How does money laundering affect business? 


According to FATF, the integrity of the banking and financial 
services marketplace depends heavily on the perception that it 
functions within a framework of high legal, professional and 
ethical standards. A reputation for integrity is the one of the most 
valuable assets of a financial institution. 


If funds from criminal activity can be easily processed through a 
particular institution - either because its employees or directors 
have been bribed or because the institution turn a blind eye to the 
criminal nature of such funds - the institution could be drawn 
into active complicity with criminals and become part of the 
criminal network itself. Evidence of such complicity will have a 
damaging effect on the attitudes of other financial intermediaries 
and of regulatory authorities, as well as ordinary customers. 


As for the potential negative macroeconomic consequences of 
unchecked money laundering, one can cite inexplicable changes 
in money demand, prudential risks to bank soundness, 
contamination effects on legal financial transactions, and 
increased volatility of international capital flows and exchange 
rates due to unanticipated cross-border asset transfers. Also, as it 
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rewards corruption and crime, successful money laundering 
damages the integrity of the entire society and undermines 
democracy and the rule of the law. 


9.2. What influence does money laundering have on 


economic development? 


Launderers are continuously looking for new routes for 
laundering their funds. Economies with growing or developing 
financial centers, but inadequate controls are particularly 
vulnerable as established financial center countries implement 


comprehensive anti-money laundering regimes. 


Differences between national anti-money laundering systems 
will be exploited by launderers, who tend to move their networks 
to countries and financial systems with weak or ineffective 


countermeasures. 


Some might argue that developing economies cannot afford to be 
too selective about the sources of capital they attract. But, 
postponing action is dangerous. The more it is deferred, the 


more entrenched organized crime can become. 


As with the damaged integrity of an individual financial 
institution, there is a damping effect on foreign direct investment 
when a country's commercial and financial sectors are perceived 
to be subject to the control and influence of organized crime. 
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Fighting money laundering and terrorist financing is, therefore, 
a part of creating a business-friendly environment which is a 


precondition for lasting economic development. 


9.3. What is the connection with society at large? 


The possible social and political costs of money laundering, if left 
unchecked or dealt with ineffectively, are serious. Organized 
crime can infiltrate financial institutions, acquire control of large 
sectors of the economy through investment, or offer bribes to 
public officials and indeed governments. 


The economic and political influence of criminal organizations 
can weaken the social fabric, collective ethical standards, and 
ultimately the democratic institutions of society. In countries 
transitioning to democratic systems, this criminal influence can 
undermine the transition. Most fundamentally, money 
laundering is inextricably linked to the underlying criminal 
activity that generated it. Laundering enables criminal activity to 
continue. 


9.4. How does fighting money laundering help fight crime? 


Money laundering is a threat to the good functioning of a 
financial system; however, it can also be the Achilles heel of 
criminal activity. 


170 Compendium of Writings in Forensic Accounting and Fraud Examination 


In law enforcement investigations into organized criminal 
activity, it is often the connections made through financial 
transaction records that allow hidden assets to be located and 
that establish the identity of the criminals and the criminal 


organization responsible. 


When criminal funds are derived from robbery, extortion, 
embezzlement or fraud, a money laundering investigation is 
frequently the only way to locate the stolen funds and restore 
them to the victims. 


Most importantly, however, targeting the money laundering 
aspect of criminal activity and depriving the criminal of his ill- 
gotten gains means hitting him where he is vulnerable. Without a 
usable profit, the criminal activity will not continue. 


9.5. What should individual governments be doing about it? 


A great deal can be done to fight money laundering, and, indeed, 
many governments have already established comprehensive 
anti-money laundering regimes. These regimes aim to increase 
awareness of the phenomenon - both within the government 
and the private business sector - and then to provide the 
necessary legal or regulatory tools to the authorities charged 
with combating the problem. 


Some of these tools include making the act of money laundering a 
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crime; giving investigative agencies the authority to trace, seize 
and ultimately confiscate criminally derived assets; and building 
the necessary framework for permitting the agencies involved to 
exchange information among themselves and with counterparts 


in other countries. 


It is critically important that governments include all relevant 
voices in developing a national anti-money laundering 
programme. They should, for example, bring law enforcement 
and financial regulatory authorities together with the private 
sector to enable financial institutions to play a role in dealing 
with the problem. This means, among other things, involving the 
relevant authorities in establishing financial transaction 
reporting systems, customer identification, record keeping 


standards and a means for verifying compliance. 


9.6. Should governments with measures in place still be 


concerned? 


Money launderers have shown themselves through time to be 
extremely imaginative in creating new schemes to circumvent a 
particular government's countermeasures. A national system 
must be flexible enough to be able to detect and respond to new 


money laundering schemes. 


Anti-money laundering measures often force launderers to move 
to parts of the economy with weak or ineffective measures to deal 
with the problem. Again, a national system must be flexible 
enough to be able to extend countermeasures to new areas of its 
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own economy. Finally, national governments need to work with 
other jurisdictions to ensure that launderers are not able to 
continue to operate merely by moving to another location in 
which money laundering is tolerated. 


9.7. What about multilateral initiatives? 


Large-scale money laundering schemes invariably contain cross- 
border elements. Since money laundering is an international 
problem, international co-operation is a critical necessity in the 
fight against it. A number of initiatives have been established for 
dealing with the problem at the international level. 


International organizations, such as the United Nations or the 
Bank for International Settlements, took some initial steps at the 
end of the 1980s to address the problem. Following the creation 
of the FATF in 1989, regional groupings - the European Union, 
Council of Europe, Organization of American States, and to name 
just a few - established anti-money laundering standards for 
their member countries. The Caribbean, Asia, Europe and 
southern Africa have created regional anti-money laundering 
task force-like organizations, and similar groupings are planned 


for western Africa and Latin America in the coming years. 


10.0. Money-laundering and Nigeria Development 


In the word of Aribisala (2013) on Money-laundering and 
Nigeria's future, on November 12, 2013 
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“Capital of money-laundering: As a country, Nigeria 
has a tendency to excel in the negatives. One of these is in 
the league of international money-launderers. Indeed, 
Nigeria is the money-laundering capital of Africa. 
According to Global Financial Integrity, GFI, a 
Washington D.C. based research and advocacy 
organization, Nigeria comes first among the African 
countries that have suffered from massive outflows of 
illegal funds between 1970 and 2008. Ina study entitled: 
“Illicit Financial Flows from Africa: Hidden Resource for 
Development,” GFI maintains Nigeria lost $165 billion, 
nearly 19 percent of the total $854 billion outflows from 
Africa, to the developed market-economy countries. GFI 
also placed Nigeria seventh out of the 20 largest exporters 
of illicit funds worldwide, with a total figure $129 billion 
from 2001 to 2010(Aribisala, 2013). 


According to Aribisala (2013), with the exit of General Sani 
Abacha, the former Nigerian head of state from 1993-1998 who 
died in office, we suddenly discovered that money was looted 
directly from the Central Bank and transferred into secret bank 
accounts abroad. In all, Abacha alone reportedly looted and 
laundered over $4 billion, and still counting. 


What this means to Aribisala (2013) is that a considerable 
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amount of Nigeria's income is round-robined back to our trading 
partners. They get back part of what they pay us for our exports 
as our Officials steal the money and funnel it back to them. That 
means a significant amount of Nigeria's earnings never benefits 
Nigeria or Nigerians. Nigeria's oil and gas income is used to 
develop further our trade partners in the developed market 


economy countries. 


The nagging questions about the theft and squandering of 
Nigeria's patrimony do not let up, and they are not only being 
asked by foreigners. 


Oby Ezekwesili, a former World bank Director, according to 
Aribisala (2013) stirred up the hornet's nest by declaring that the 
combined administrations of Musa Yar'Adua and Goodluck 
Jonathan misappropriated literally billions of dollars. She 
pointed out that Obasanjo left $45 billion in Nigeria's foreign 
reserve account and another $22 billion in the excess crude 
account when he left office in 2007; being direct savings from 
increased earnings from oil under his administration. These 
savings have completely disappeared without trace. Where did 
these monies go? 


In the words of the Editorial of the Punch newspaper of 
December 24, 2012 on “EFCC and upsurge in money 


laundering”: 


“The rise in cases of money laundering and other financial 
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crimes in Nigeria despite efforts to tackle them is quite 
disheartening. In September 2012, one Tijani Sheriff was 
caught with $7 million at the Murtala Muhammed 
International Airport, Lagos. Recently, operatives of the 
Economic and Financial Crimes Commission and Nigeria 
Customs Service arrested the son of the Jigawa State 
Governor, Aminu Lamido, at Mallam Aminu Kano 
International Airport, Kano, for allegedly declaring only 
$10,000 instead of the $50,000 he had on him. In the last 
11 months, the EFCC has reportedly intercepted over N15 


billion at some airports in the country”. 


The Editor of the Punch newspaper stated that this was 
happening in a country that boasts several anti-money 
laundering laws, including the Money Laundering (Prohibition) 
Act, 2011; Terrorism (Prevention) Act, 2011; and the Central 
Bank of Nigeria Anti-Money Laundering/ Combating the 
Financing of Terrorism Regulation, 2009 (as amended). To the 
editor, this monster has done much damage to the country and 
needs to be tamed and it demands an urgent shake-up in the 
government agencies charged with implementing anti-money 
laundering and the financing of terrorism laws, especially the 
Central Bank of Nigeria, Nigeria Deposit and Insurance 
Corporation, EFCC/NFIU, Federal Ministry of Trade and 
Investment, and the NCS. 


According to frontiersnews.com, Nigeria Drug Law Enforcement 
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Agency (NDLEA) said it had handed over 70 cases involving 
money laundering to the Economic and Financial Crimes 
Commission (EFCC) to investigate with over $2 million (genuine 
dollars) and $7 million (fake dollars) involved in the transactions 
from 2006 to date. Chairman of the Nigeria Drug Law 
Enforcement Agency (NDLEA), Mr Giade according to the news 
stated this when he appeared before the House of 
Representatives Committee on Drugs, Narcotics and Financial 


Crimes. 


To the suspended Central Bank of Nigeria Governor (CBN), 
Sanusi (2013), Nigerian Laws Facilitate Money Laundering, he 
blamed the incessant reported cases of money laundering on the 
type of laws being operated in the country. “Some of the money 
laundering activities are being facilitated by the kind of laws we 
have,” he argued. “We have an Exchange Control Act today that 
says you can take out any amount of dollars from Nigeria as long 
as you declare at the ports. People walk out of airports with $3 
million after declaring it. That is the law; it allows them as long as 
they declare it and we cannot stop them” (Sanusi, personal 
communication September 14, 2013). 


11.0. Some notable headline on Corruption and Money 
Laundering 

Below are some of the notable new headlines with respect to the 
various cases of Corruption and Money Laundering in Nigeria 
(this is without prejudice). 
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1. Some notable Names-Nigerian Corrupt-Politicians, 
party and their loot 
See: http://www.nairaland.com/750973/names- 
nigerian-corrupt-politiciansparty-loot 


2. Ibori Money-Laundering Case in London 
See: http://www.nanngronline.com/picture/ibori- 
money-laundering-case-in-london 
See also: http://sahelblog.wordpress.com/2012/04/18/ 
nigeria-former-governor-ibori-convicted-on-money- 
laundering-charges/ 
And also: http://www.nigeriavillagesquare.com/articles 
/omoyele-sowore/james-ibori-money-laundering-case- 
in-london-accomplices-are-charged-updated.html 

3. Money Laundering: SSS Detains Staff of 13 Banks 
over Lamido's Son 
See: http://www.thisdaylive.com/articles/money- 
laundering-sss-detains-staff-of-13-banks-over-lamido- 
s-son/164482/ 


4. Federal Court Judge Rules against Dropping Money- 
Laundering Charges in Ex-Aviation Minister Fani- 
Kayode's Case 
See: http://saharareporters.com/news-page/federal- 
court-judge-rules-against-dropping-money-laundering- 
charges-ex-aviation-minister-f 


5. Akingbola's N47.1 Billion Trial: EFCC Insists Rogue 
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Banker Can be treated in Nigeria 
http://mobile.saharareporters.com/news-page/akin 
gbola%E2%8o0%ggs-n471%C2%Aobillion-trial-efcc- 
insists-rogue-banker-can-be-treated-nigeria 


6. EFCC's Money Laundering Case Frustrated again 
Because of Babalakin's Absence from Court 
http://www.informationng.com/2012/11/efccs-money- 
laundering-case-frustrated-again-because-of- 
babalakins-absence-from-court.html 


7. U.S Keeps Nigeria Top Of Money Laundering List, 
Wants Autonomy For EFCC, Others 
See: http://www.factualreporters.com/index.php/news 
/news-today/188-us-keeps-nigeria-top-of-money- 


laundering-list-wants-autonomy-for-efcc-others 


12.0. Strategies for preventing, deterring and detecting 
Money Laundering and Terrorist Financing 

The followings among others would help in preventing, 
deterring and detecting Money Laundering and Terrorist 
Financing in Nigeria: 


e Activities of Special Control Unit Against Money 
Laundering (GSCUML) 

e Mandate of the Nigerian Financial Intelligence Unit 
(NFIU) 


e Directive from CBN on Money Laundering 
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e Political will of the Government in power 

e Successful collaboration between regulators and 
operators. (In Nigeria, the Central Bank recently ordered 
all banks to close DNFBPs accounts that refuse to register 
with the Special Control Unit Against Money Laundering 
which is the supervising body over DNFBPs in the 
country) 

e Formation of a vibrant association of operators as Self- 
Regulating Bodies (SRB) that are knowledgeable and 
willing to support the AML/CFT regime. 

e Strong awareness campaign on the benefits of AML/CFT 
Compliance in DNFBPs 

e Ensure senior management buy in 

e Investment in modern Technology 

e Review of legislation to address all identified loop holes 
(Boleigha, 2013) 


13.0. Conclusion and Recommendation 


The deductions of the study carried out by Ogbodo and Mieseigha 
(2013) was that money laundering does have significant effect on 
Nigeria's economy and that the anti-money laundering policies 
in Nigeria have not significantly reduced the rate of money 
laundering in Nigeria. 


I also adopted their recommendation that effort should be made 
by the government to ensure that the EFCC effectively coordinate 
the institutions involved in the fight against money laundering 
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and also ensure that the ICPC meet their goal of fully and 
effectively investigating corrupt practices reports. The personnel 
of these anti-graft agencies (EFCC & ICPC) should be trained on 
how to utilize forensic accounting and investigation techniques 
so as to help their investigative skills in conducting acceptable 
investigation and how to preserve evidence for litigation 
purposes. 


To Ige (nd), the Nigerian government must realize that the only 
way to win the war against money laundering is to consistently 
ensure that the right laws are in place and that the appropriate 
enforcement mechanisms support such laws for optimum 
effectiveness. 


It is very evident in this presentation that the number of reported 
cases are on the increase by the day without effective counter 
from the known anti-crime agencies of Government. 
Deployment of forensic accounting and investigation techniques 
would help in preventing, detecting, and determining the money 
laundering activities in Nigeria and thereby our Nation would be 
properly put on the Pedestal of Sustainable Economic 
Development. 
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CHAPTER SEVEN 
FORENSIC INVESTIGATION AND FORENSIC AUDIT 
METHODOLOGY IN A COMPUTERIZED WORK 
ENVIRONMENT 


Abstract 

Resolving the incident of fraudulent activities is not a job for half- 
baked professional accountant, it involves complicated activities 
and forensic steps as the complexity of infraction demands the 
involvement of highly experienced forensic accountants/fraud 
examiners. Investigation is employed to elicit responses from the 
victims, accused and collaborative witnesses when the situation 
is unclear as to the cause of actions, the two major tools of 
investigation are interview and interrogation. In this paper, the 
author explores the concepts of investigations, forensic 
investigations, forensic audit investigation methodology, 
forensic audit and the internal auditor, forensic in computerized 
work environment, and forensic investigation & audit Reporting 
using content analysis. This paper recommends that all would be 
forensic accountants/investigators, fraud/forensic auditors, 
statutory auditors, and investigative accountants, should be well 
equipped with forensic accounting techniques in obtaining 
admissible evidence suitable for litigation purposes as forensic 
accountants are currently in great demand, with the public needs 
for honesty, fairness and transparency in reporting increasing 
exponentially. 


Key words: Forensic Accounting, Forensic Audit, Forensic 


Investigation Digital Forensic, Computerized Environment 
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1.0. Introduction 


It is not gain saying that forensic accounting/audit has assumed 
an important role in both private and public companies since the 
birth of the 21st century. One cannot but always remember the 
avoidable failure of some formerly prominent public companies 
like Enron and Tyco in the late 1990s, so also the terrorist attacks 
of September 11, 2001 in the United States, contributed 
immensely to the high demand for forensic accounting experts 
that can bring about a new, important and lucrative specialty. 
Forensic accounting procedures target financial and operational 
fraud, discovery of hidden assets, and adherence to federal 
regulations (Pirraglia, n.d). 


Forensic Investigation and Forensic Audit are better forensic 
strategies in resolving the allegations of fraudulent activities as 
signs of financial crime can be initially detected in a variety of 
ways; by accident, by whistle-blowing, by auditors, by data 
mining, by controls and testing, or by the organization's top 
management requesting an inspection on the basis of mere 


suspicion. 


This paper helps in understanding the concept of investigations, 
forensic investigations, forensic audit investigation 
methodology, forensic audit and the internal auditor, forensics in 
computerized work environment, and forensic investigation & 


audit reporting. 
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2.0. Concept of Investigations 

Investigation is the act or process of investigating or the 
condition of being investigated. A searching inquiry for 
ascertaining facts; detailed or careful examination 


(dictionary.reference.com). 


Investigation is a vital part of forensic accounting and auditing 
process, but only applied when the event or transaction is 
beclouded. It is carried out when lapse has been established to 
ascertain who is responsible, the reason for the action including 
the extent of damage if any. It could be referred to as a detailed 
verification and clarification of doubt about a transaction or 


event. 


It is the search and examination of the particulars of an event to 
determine the hidden, unique, or complex facts surrounding the 
event. A deliberate search and review of records in accordance 
with the laid down and agreed policies in order to ascertain if and 
why the keeping of the records resulted in a gap and the person 
responsible . 


Investigation is a structured gathering of documentary evidence 
and testimony to resolve an allegation of improper activity. 


In most cases, fraud investigations are investigations of white 
collar crime, which involves surveillance and careful 


consideration of complicated financial records. 
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3.0. Types of Investigations 


3.1. Fraud Investigation 
A fraud investigation tries to determine whether fraud has taken 
place and tries to detect evidence of fraud has occurred. 


Fraud is considered to involve misrepresentation with intent to 
deceive. If a company makes specific promises about a product, 
for example, in order to sell that product, they may be guilty of 
fraud if they are aware that the product does not work as 
advertised. Fraud is a very real and costly problem in today's 
world, and it causes not only loss of money but also loss of life and 


serious injuries. 


Most fraud investigations begin with a meeting between the 
investigator and the client. The person launching the 
investigation explains to their investigators why they suspect 
fraud has taken place and hand, over any evidence they have to 
the investigator. A good fraud investigator will use this initial 
information to find more evidence and more facts. A fraud 
investigator may use surveillance, asset searches, background 
checks, employee investigations, business investigations, and 
other types of methods to get to the bottom ofa case. 


In most cases, fraud investigations are investigations of white 
collar crime, which involves surveillance and careful 


consideration of complicated financial records. 
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According to ACCA, forensic accountant/auditors could be asked 
to investigate many different types of fraud. These are then 
categorized into three viz: corruption, asset misappropriation 
and financial statement fraud: 


Corruption 
There are three types of corruption fraud: conflicts of interest, 
bribery, and extortion. 


In a conflict of interest fraud, the fraudster exerts their influence 
to achieve a personal gain which detrimentally affects the 
company. The fraudster may not benefit financially, but rather 
receives an undisclosed personal benefit as a result of the 
situation. For example, a manager may approve the expenses of 
an employee who is also a personal friend in order to maintain 


that friendship, even ifthe expenses are inaccurate. 


Bribery is when money (or something else of value) is offered in 
order to influence a situation. 


Extortion is the opposite of bribery, and happens when money is 
demanded (rather than offered) in order to secure a particular 
outcome. 


Asset misappropriation 
The common feature is the theft of cash or other assets from the 


company, for example: 
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Cash theft - the stealing of physical cash, for example petty cash, 
from the premises of a company. 

Fraudulent disbursements - company funds being used to make 
fraudulent payments. Common examples include billing 
schemes, where payments are made to a fictitious supplier, and 
payroll schemes, where payments are made to fictitious 
employees (often known as ‘ghost employees’). 


Inventory frauds - the theft of inventory from the company. 


Misuse of assets - employees using company assets for their own 
personal interest. 


Financial statement fraud 

This is also known as fraudulent financial reporting, and is a type 
of fraud that causes a material misstatement in the financial 
statements. It can include deliberate falsification of accounting 
records; omission of transactions, balances or disclosures from 
the financial statements; or the misapplication of financial 
reporting standards. This is often carried out with the intention 
of presenting the financial statements with a particular bias, for 
example concealing liabilities in order to improve any analysis of 
liquidity and gearing. 


3.2. Interview and Interrogation 

Interview and Interrogation are two major techniques in 
investigation that are used to elicit responses from the suspect or 
accused. It should, however, be noted that the investigator 


Forensic Investigation and Forensic Audit Methodology in a Computerized Work... 191 


(interviewer or interrogator) cannot usurp the power of the 
court of competent jurisdiction by pronouncing the suspect or 
accused guilty. His/her role is to gather evidence that can be used 
to prove or disprove the act in issue (Fred, John, Joseph, Brian, 
2004, Oyedokun, 2014). 


According to Fred, John, Joseph, Brian (2004), an interview is 
non-accusatory. Even if the investigator has clear reason to 
believe that the suspect is involved in the crime or has lied, he 
should still not accuse. If the investigator does not accuse the 
suspect while interviewing him, he can establish a much better 
rapport with the suspect that will assist him in an interrogation 


after the interview. 


“Interrogation is an art. You can master it through your study 
and experience. A good investigator is not necessarily a good 
interrogator. To be a good interrogator you need to be a good 
actor and must have an insight into human psychology. You 
should be able to act according to age, profession and intellect of 
the individual suspect because a suspect could be a lawyer, 
doctor, scientist, professor, manager or an unskilled laborer and, 
could be a child, teenager, adult and senior” (Fred, John, Joseph, 
Brian, 2004). 


The difference between interview and interrogation is that an 
interview is conducted in a cordial atmosphere where a witness 


is more comfortable physically and psychologically. On the other 
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hand, whenever a person is questioned in an uncomfortable 
atmosphere (interrogation room) where he is under the 
psychological pressure, it is an interrogation. The interrogator, 
in this case, has more psychological advantage than his suspect. 
Interrogation is a kind of psychological warfare between 
interrogator and suspect. When an interrogator overpowers a 
suspect psychologically, he gets a confession or the fact of a case 
which is not possible otherwise (Becca and Jay, 2004). 


4.0. Forensic Audit Investigation Methodology 


Forensic investigation is the utilization of specialized 
investigative skills in carrying out an inquiry conducted in sucha 
manner that the outcome will have application to a court of law. 
Forensic Investigators should be grounded in accounting, 


medicine, engineering or some other discipline. 


Forensic investigation is the examination of evidence regarding 
an assertion to determine its correspondence to established 
criteria carried out in a manner suitable to the court. An example 
would be a Forensic Audit of sales records to determine the 
quantum of rent owing under a lease agreement, which is the 


subject of litigation. 


Umeraziz (2014) while discussing the methodology to be 
followed by fraud/forensic auditors/investigators opines that 
the examination could be approached from both the angles of 
whether the fraud could have occurred and whether it could not 
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have occurred. 


The methodology which he believes that is straight forward as 
follows (Umeraziz, 2014): 


ıı Analyzing data whichis available 
2. Creating a hypothesis based on such data 
3. Testing the hypothesis 


4. Refining and altering the hypothesis 


Analyzing Available Data 

This is the most fundamental step as it feeds into the overall 
investigation and governs whether the fraud auditor would be 
able to create a hypothesis close to the actual incident. In small 
investigations involving one or two examiners working on two 
or three key documents such as agreements, invoices etc. the step 
cannot be challenging. 


Creating Hypothesis 

There could be an infinite number of hypotheses, and it is 
essential to harness one's imagination and treat only those fitting 
the merits of the knowledge and information initially available as 
learned during performance of documentation analysis. 


Testing the Hypothesis 
This is the phase where the investigators perform targeted 
testing of the available documentation and records. They also 
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perform physical observation of procedures and processes to 
substantiate or refute their hypothesis. 


Refining and Amending the Hypothesis 

Targeted testing may expose circumstances which may entirely 
change the direction of the audit process. This is a normal thing 
and should not cause panic for the fraud auditor. The 
amendments should be based on the results arising from the 
testing of hypothesis initially developed. 


Communicating Results 

While reporting the results the auditor should be concise, and 
deliver the report with concrete facts. Basing the report on 
ambiguous evidence would make the report completely useless 
to the users. However, a fraud auditor report is distinguished 
from any other report with one key prominent feature: No fact 
unsubstantiated. The auditor should make sure that all evidences 
in the report are clearly organized, catalogued and presented as a 
support to the fraud report. 


5.0. Fraud Auditors' Skills 
An effective fraud auditor should know, with some degree of 
depth, what fraud is, from the following perspectives: 

i. Human and individual; 

ii. Organizational, cultural, and motivational; 

iii. Economic/Competitive; 


iv. Social; 
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v. Regulatory, legal, and evidential (how to discern, detect, 


and document such frauds). 


Accounting, audit, and internal control (when, where, and how 
fraud is most likely to occur in books of account and in financial 
statements). 


An effective fraud auditor should be able to do the following 
competently: 


i. Conducta review ofinternal controls; 
ii. Assess the strengths and weaknesses of those 
controls; 


iii. Design scenarios of potential fraud losses based 
on identified weaknesses in internal controls; 

iv. Identify questionable and exceptional situations 
in account balances; 

v. Identify questionable and exceptional 
transactions (too high, too low, too often, too rare, 
too much, too little, odd times, odd places, odd 
people); 

vi. Distinguish between simple human errors, and 
omissions in entries and fraudulent entries 
(intentional error, such as recurring small errors 
versus unintentional random error and 
ignorance); 


vii. Follow the flow of documents that support 
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viii. 


xii. 


xiii. 


XİV. 


transactions. 

Follow the flow of funds into and out of an 
organization's account; 

Search for underlying support documents for 
questionable transactions; 

Review such documents for peculiarities such as 
raised amounts; forgery; counterfeiting; fake 
billings; invoicing of claims; destruction of data; 
improper account classification; irregularities in 
serial sequences, quantity, pricing, extensions, 
and footings; and substitution of copies for 
original documents; 

Gather and preserve evidence to corroborate 
asset losses, fraudulent transactions, and 
financial statements; 

Document and report a fraud loss, criminal, civil, 
or insurance claims; 

Be aware of management, administrative, and 
organizational policies, procedures, and 
practices; 

Test the organization's motivational and ethical 


climate. 


The skills of a criminal investigator are in some respects similar 


to those of an auditor. An auditor and a detective both seek the 


truth of or with respect to the proper accounting of business 


transactions and the detective/investigator with respect to the 
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proper (legal) behavior of citizens. Both should have inquisitive 


minds and challenge things that appear out of order and out of 


sequence, such as odd times, odd places, in a word, things that 


are the opposite of what one would logically expect. 


4.1. Thirteen Principles of Fraud Auditing 


ls 


Fraud auditing is unlike financial auditing. It is more a 


mind-set than a methodology. 


Fraud auditors are unlike financial auditors. Fraud 
auditors focus on exceptions, oddities, accounting 
irregularities, and patterns of conduct, not on errors and 
omissions. 

Fraud auditing is learned primarily from experience, not 
from audit text books or last year's work papers. 
Learning to be a fraud auditor means learning to think 
like a thief— “Where are the weakest links in this chain of 
internal controls?” 

From an audit perspective, fraud is intentionally 
misrepresenting financial facts of a material nature. 
From fraud-audit perspective, fraud is an intentional 
misrepresentation of finance facts. 

Frauds are committed for economic, egocentric, 
ideological, and psychotic reasons. Of the four, the 
economic motive is the most. 

Fraud tend to encompass the theory structure around the 


motive, opportunity, and benefit. 
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10. 


11. 


12. 


13. 


Fraud in a computerized accounting environment can be 
committed at any stage of processing---input, 
throughout, or output. Input frauds (entering false and 
fraudulent data) are the most common. 

The most common fraudulent schemes by lower-level 
employees involve disbursement (payable, payroll, and 
benefit and expense claims). 

The most common fraudulent schemes by higher-level 
managers involve “profit smoothing” (deferring 
expenses, booking sales too early, overstating inventory). 
Accounting-type frauds are caused more often by absence 
of controls than by loose controls. 
Fraud incidents are not growing exponentially. 
Accounting frauds are discovered more often by accident 
than by financial audit purposes or design. Over 90 
percent of financial frauds are discovered. 

Fraud prevention is a matter of adequate controls and 
work environment that places a high value on personal 
honesty and fair dealing. 


5.0. Forensic Audit and the Internal Auditor 


5.1. Internal Control 


To Investopedia, internal control are the methods put in place by 


a company to ensure the integrity of financial and accounting 


information, meet operational and profitability targets and 


transmit management policies throughout the organization. 
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Internal controls work best when they are applied to multiple 
divisions and deal with the interactions between the various 
business departments. No two systems of internal controls are 
identical, but many core philosophies regarding financial 
integrity and accounting practices have become standard 


management practices. 


Internal Control according to Business dictionary is Systematic 
measures (such as reviews, checks and balances, methods and 
procedures) instituted by an organization to: 


i. conductits business in an orderly and efficient manner; 

ii. safeguard its assets and resources; 

iii. deter and detect errors, fraud, and theft; 

iv. ensure accuracy and completeness of its accounting data; 

v. produce reliable and timely financial and management 
information; and 


vi. ensure adherence to its policies and plans. 


Internal control are “systematic measures (such as reviews, 
checks and balances, methods and procedures) instituted by an 
organization to conduct its business in an orderly and efficient 
manner, safeguard its assets and resources, deter and detect 
errors, fraud, and theft, ensure accuracy and completeness of its 
accounting data, produce reliable and timely financial and 
management information, and ensure adherence to its policies 


and plans” (thebussinessdictionary.com). 
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Internal control and risk management are fundamental 
components of good corporate governance. Good corporate 
governance means that the board must identify and manage all 
risks for a company. In terms of risk management, internal 
control systems span finance, operations, compliance and other 
areas, i.e. all the activities of the company. Controls attempt to 
ensure that risks, those factors which stop the achievement of 
company objectives, are minimized (Kaplan, 2012). 


An internal control system (ICS) comprises the whole network 
of systems established in an organisation to provide reasonable 
assurance that organisational objectives will be achieved. The 
Internal Control System (ICS) consists of a set of rules, 
procedures and organizational structures which aim to 
ensure that corporate strategy is implemented, achieve effective 
and efficient corporate processes, safeguard the value of 
corporate assets, ensure the reliability and integrity of 
accounting and management data and ensure that operations 
comply with all existing rules and regulations. While internal 
management control refers to the procedures and policies in 
place to ensure that company objectives are achieved. The 
control procedures and policies provide the detailed controls 
implemented within the company (Kaplan, 2012, 
Unicreditgroup, 2012, Oyedokun, 2015). 


It is also useful to think of internal control as a system for the 
management and control of certain risks, to restrict the 
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likelihood of adverse events or results. 


On the limitations of internal control systems, warnings should 
be given regarding over-reliance on any system, noting in 
particular that: a good internal control system cannot turn a poor 
manager into a good one; the system can only provide reasonable 
assurance regarding the achievement of objectives - all internal 
control systems are at risk from mistakes or errors; internal 
control systems can be by-passed by collusion and management 
override; controls are only designed to cope with routine 
transactions and events; there are resource constraints in 
provision of internal control systems, limiting their 


effectiveness. 


5.2. Internal Auditing 


According to the Institute of Internal Auditor (IIA) in Millichamp 
and Taylor (2008), “Internal Auditing is an independent, 
objective assurance and consulting activities designed to add 
value and improve an organisation's operation. It helps an 
organization accomplish its objectives by bringing a systematic, 
disciplined approach to evaluate and improve the effectiveness of 


risk management, control and governance process”. 


Internal auditors are different from external auditors because 
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they do not focus solely on financial statements or financial risks, 
much of their work is looking at operational or strategic risks 
Millichamp and Taylor (2008, p 262). 


Internal auditors have two primary effect on a financial 
statement audit: their existence and work may affect the nature, 
timing, and extent of audit procedure; external auditors may use 
internal auditors to provide direct assistance in performing the 
audit. If this is the case, the external auditor must assess internal 
auditors' competence (education, experience, professional 
certification, etc.) and objectivity (organizational status within 
the company) (Hayes, Dassen, Schilder and Wallage, 2005, p.16). 


Millichamp and Taylor (2008) assert that internal audits are 
conducted by employees of a business or by external auditors 
acting as subcontractors. They are becoming increasingly 
important because of the development of Corporate Governance. 
These differ from statutory audits because the priorities are set 
by the management who, to some extent, control the work of 


internal auditors. 


“When client have internal auditors, the auditor may request 
their assistance in conducting the audit. The decision making 
process the auditors follows is then based on Statement of 
Auditing Standards no. 64, ‘The Auditor's Consideration of the 
Internal Audit Function in an Audit of Financial Statement’. The 
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internal auditors' work may affect the nature, timing and extent 
of the audit procedure performed by the independent auditor. 
Internal auditors' works include: reviews, assessment and 
monitoring the entity's controls that are included in the various 
accounting cycles” (Messier 2000, P. 147). 


Millichamp and Taylor (2008), conversed the following as the 
role of Internal Audit: 


“Internal audit look at how organisation are managing 
their risk, they provide audit committee and the board of 
directors with the information about whether risks have 
been identified, and how well they are being managed. 
The responsibility to manage risk always resides with 
management. Internal Audit's role is: to identify potential 
problem areas; recommend ways of improving risk 
management and internal control system; examination 
and evaluation of information; to give an opinion on 
whether internal control is actually working as intended; 
review of the economy, efficiency, and effectiveness of 
operation; review of compliance with applicable laws and 
regulation; and review of and advice in connection with 


the development of information systems”. 


6.0. Forensic in Computerized Work Environment 

Computer forensics is the practice of collecting, analysing and 
reporting on digital data in a way that is legally admissible. It can 
be used in the detection and prevention of crime and in any 
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dispute where evidence is stored digitally. Computer forensics 
follows a similar process to other forensic disciplines, and faces 
similar issues. There are few areas of crime or dispute where 
computer forensics cannot be applied. Law enforcement 
agencies have been among the earliest and heaviest users of 
computer forensics and consequently have often been at the 
forefront of development in the field. 


Computers may constitute the 'scene of a crime’, for example 
with hacking or denial of service, attacks or they may hold 
evidence in the form of emails, internet history, documents or 
other files relevant to crimes such as murder, kidnap, fraud and 
drug trafficking. 


It is not just the content of emails, documents and other files 
which may be of interest to investigators but also the 'metadata' 
associated with those files. A computer forensic examination 
may reveal when a document first appeared on a computer, 
when it was last edited, when it was last saved or printed and 
which user carried out these actions. 


6.2. Stages of computer forensic examination 
Computer forensic examination process could be divided into six 
stages, presented in their usual chronological order. 


Readiness 
For the forensic examiner themselves, readiness will include 


appropriate training, regular testing and verification of their 
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software and equipment, familiarity with legislation, dealing 
with unexpected issues (e.g., what to do if indecent images of 
children are found present during a commercial job) and 
ensuring that the on-site acquisition (data extraction) kit is 


complete andin working order. 


Evaluation 

The evaluation stage includes the receiving of instructions, the 
clarification of those instructions if unclear or ambiguous, risk 
analysis and the allocation of roles and resources. Risk analysis 
for law enforcement may include an assessment on the 
likelihood of physical threat on entering a suspect's property and 
how best to counter it. 


Collection 

The collection stage also involves the labelling and bagging of 
evidential items from the site, to be sealed in numbered tamper- 
evidence bags. Consideration should be given to securely and 
safely transporting the material to the examiner's laboratory. 


Analysis 

Analysis depends on the specifics of each job. The examiner 
usually provides feedback to the client during analysis and from 
this dialogue the analysis may take a different path or be 
narrowed to specific areas. Analysis must be accurate, thorough, 
impartial, recorded, repeatable and completed within the time- 
scales available and resources allocated. 


Presentation 
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This stage usually involves the examiner producing a structured 
report on their findings, addressing the points in the initial 
instruction along with any subsequent instruction. It would also 
cover any other information which the examiner deems relevant 


to the investigation. 


Review 

A review of an examination can be simple, quick and can begin 
during any of the above stages. It may include a basic analysis of 
what went wrong, what went well, and how the lessons from 
these can be incorporated into future examinations. Feedback 
from the instructing party should also be sought. 


Any lessons learnt from this stage should be applied to the next 


examination and fed into the readiness stage. 


6.3. Issues facing computer forensics 

The issues facing computer forensics examiners can be broken 
down into three broad categories: technical, legal and 
administrative. 


Technical issues 


Encryption 
Increasing storage space 


New technologies 


P O N 


Anti-forensics 
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Legal issues 


Administrative issues 


i. 


ii. 


Accepted standards 
Fit to practice 


7.0. Forensic Investigation & Audit Reporting 


Renick (2007) advised that forensic accountants/auditors 


should be familiar with the issues of attorney work product while 


preparing their reports, analyses, and notes. He added that 


forensic accountants must bear in mind that almost everything 


involved in the process, including their drafts and notes, may be 


subject to discovery by the opposing party. Scrupulous caution is 


advised whenever forensic accountants undertake an 


engagement (Renick, 2007). 


Report writing is one of the most important functions in forensic 


investigation/fraud examinations for the following reasons: 


ii. 


iii. 


In many instances, the written report is the only evidence 
that the work was performed; 

Cases can be won or lost on the strength of the written 
report; 

The written report conveys to the litigator all evidence 
needed to evaluate the legal status of the case and 


indicates how best to proceed; 


. The written report adds credibility to the fraud 


examination and to the examiner; 
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v. The written report forces the examiner to consider his 
actions during a fraud examination by requiring 
documentation of uncovered material; 

vi. The written report omits irrelevant information gained 
during the fraud examination, thereby allowing 
pertinent facts to be clearly presented and understood; 

vii. A satisfactory written report is based upon a satisfactory’ 


examination. 


A forensic investigation/fraud examinations report is a 
document written at the conclusion of a fraud examination. 
Generally, an organization will have an allegation or a suspicion 
of fraud and will conduct a fraud examination to determine 
whether fraud occurred, who may have been responsible, and 
the amount of loss. It may vary in length and style across entities 
and types of investigations, but it generally offers the same 
message to a similar audience, no matter the entity. Depending 
upon the structure of the organization, these reports may be 
written for management, the board of directors or audit 
committee, and possibly the internal audit team. There is 
customarily an executive summary at the beginning of the 
report, which includes the overarching themes of the 
investigation, as well as a conclusion, if possible. It also usually 
includes a detailed explanation of the activities performed in the 
investigation, evidence obtained, and justification for the 
conclusion that the fraud examiner reached. These reports may 
be very formal documents or simply internal memoranda (ACFE, 
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2014, Oyedokun, 2015). 


8.0. Conclusion 


Increasingly, as various parties perceive the value of evidence, 
grounded as it is in "accounting facts," forensic accountants are 
called upon to play important preemptive roles (as of right, 
without cause), offering independent assurance in such diverse 
areas as audit committee advisory services, merger and 
underwriting due diligence, investment analyst research, and 
enterprise risk management, the validation and enhancement of 
the body of knowledge (the models and methodologies) relating 
to the evidentiary value of accounting data, within a strict legal 


framework. 


Forensic accounting techniques are useful in prevention, 
detection, and deterrence in the area of fraud, money laundering, 
investigations, crime and terrorist financing (Oyedokun, 2015). 
These techniques include, investigative skills, audit skills, legal 
skills etc. It is now clear that audit, investigation and forensic 
accounting are much related, but they cannot be used 
interchangeably. 


It is hereby recommended that all would be forensic 
accountants/investigators, fraud/forensic auditors, statutory 
auditors, and investigative accountants, should be well equipped 
with forensic accounting techniques in obtaining admissible 
evidence suitable for litigation purposes. Forensic accountants 
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are currently in great demand, with the public need for honesty, 
fairness and transparency in reporting increasing exponentially. 
These forensic accountants need accounting, finance, laegal, 
investigative and research skills to identify, interpret, 
communicate and prevent fraud. As more and more companies 
look for forensic accountants and professional organizations 
offer certifications in the area, it is becoming evident that the 
forensic accountant has a skill set that is very different from that 


of an auditor ora financial accountant. 
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CHAPTER EIGHT 
NIGERIAN VALUE ADDED TAX SYSTEM AND THE 
CONCEPT OF BASIC FOOD ITEMS 


Abstract 

This paper explore the concept of value added tax (VAT) with 
respect to the most controversial treatment of basic food items. 
This paper does not pretend to cover everything about VAT, but 
some specifics that address the imperatives which are: Nigerian 
Value Added Tax system and its position on basic food items. It 
also considers constitution and taxing powers under the Value 
Added Tax Act; VAT and Sales Tax, Legal framework i.e. VAT Act 
2007 (as amended), VAT revenue sharing formula in Nigeria, 
VAT Rate in Nigeria, taxable person and Registration for VAT, 
VAT and its exceptions, food and basic food items, major 
controversies on basic food items, rendering of account, 
determination of chargeable value added tax, offences and 
penalties. Methodology used in arriving at the conclusion was 
content analysis, which employs the review of relevant books and 
articles on the subject of VAT, reader would learn basic concepts 
in VAT and fully understand those factors determine basic food 
items and how these factors do influences VAT returns 


Key words: Taxation, VAT, Food, Basic Food Items, offences and 
penalties 


1.0. Introduction 


Tax is a mandatory payment to the government. It is not directly 
related to a service, rendered by the government and it does not 
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have direct return of value. It is levied by the government to fund 
public spending. 


In summary, it is a compulsory contribution levied by the 
government on a tax payer (individual or legal entity) or added to 
the cost of some goods, services, and transactions to support the 
government and failure to pay is punishable by law. 


It was noted by Ogunrinde (2013), that the deficit inherent in 
Sales Tax administered by States and the and the Federal 
Government necessitated the setup of a study group to review 
the entire tax system in Nigeria. This was to make room for 
efficiency in tax administration and an increased revenue to the 
two lower tiers of government namely States and Local 
Government. The value added tax was introduced to make the 
desired in remarkable shift from direct to indirect taxation as it 
was re-emphasized in 3.3 of the National Tax Policy in order to 
minimize government dependence on oil revenue. The 
recommendations of the Study group was accepted in January 
1993. Government agreed to introduce VAT by the middle of the 
year, but later shifted to September 1, 1993 to enable preparation 
for the relevant legislation and for appropriate ground work 
(Abdulrazaq, 2011). The Federal Government was to take only 
20% of revenue collected and share the remaining to the states. 


Later, the ratio was increased for the Federal Government and 
Local Governments were also included in the sharing ratio 
(Soyode & Kajola, 2006). 


Nigerian Value Added Tax System and the Concept of Basic Food Items 219 


2.0. Literature Review 

2.1. Constitution and taxing powers 

Section 24(f) of the Constitution of the Federal Republic of 
Nigeria 1999 (as amended) provides that “It shall be the duty of 
every citizen to declare his income honestly to the appropriate 
and lawful agencies and pay his tax promptly”. 


Also, worthy of note is the fact that tax is not: a charge, fee, fine, 
penalty or rate but it has often been interpreted to be. In practice, 
there may be little distinction between what constitutes a tax or 
charge or fine as these concepts are sometimes used 
interchangeably. 


It is of good note that no matter how well-intentioned, tax laws 
are bound to create loopholes and ambiguities. This was also 
echoed at the just concluded Pricewaterhouse Coopers (PWC) 
Tax Academy training on the Interpretation of Tax Laws. The 
general expectation is that where there are unclear provisions, 
interpretations adopted by courts, tribunals or the tax 
authorities should provide some form of clarity that will aid 
future applications (Ojo, 2009). The reality however is that some 
of the court decisions, tribunal rulings or clarifications from the 
tax authorities add to the confusion. This notwithstanding, 
rulings and clarifications remain a veritable tool in applying the 
tax laws, and understanding the key principles guiding the 
interpretation and application of tax laws by courts is an 


important tool in ensuring effective compliance and reducing 
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exposure to liabilities from improper application of the laws by 
the tax authorities (Soyode & Kajola, 2006). 


Administration of Taxes in Nigeria rest on the shoulders of: 
1. The Federal Inland Revenue Service (FIRS) 

2. The State Board of Internal Revenue Service (SBIRS) 

3. The Nigeria Customs Service? 


Types of taxes in Nigeria include: 


Customs and Excise Duties 


1. Companies Income Tax 

2. Value Added Tax 

3. Personal Income Tax and Other contributions. 
4. Petroleum Profits Tax 

5. Capital Gains Tax 

6. 

7- 


Stamp Duty 


Withholding taxes are, however, collected in advance of filing 
income tax statements for assessment at the end of a financial 
period (within the relevant year of assessment) from which such 
taxes are netted off (Oyedokun, Akioyamen & Odunmbaku, 
2014). 


2.2. Introduction to VAT 


Maurice Lauré, joint director of the French tax authority, the 
Direction générale des impôts, was first to introduce VAT on 
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April 10, 1954. Initially directed at large businesses, it was 
extended over time to include all business sectors. In France, it is 
the most important source of state finance, accounting for 


approximately 45% of state revenues (Soyode & Kajola, 2006). 


Value added tax (VAT), or in some climes goods and services tax 
(GST), is a consumption tax levied on value added. In contrast to 
sales tax, VAT is neutral with respect to the number of passages 
that there are between the producer and the final consumer; 
whereas sales tax is levied on total value at each stage, the result 
is a cascade (downstream taxes levied on upstream taxes). 


By definition, exports are consumed abroad and are usually not 
subject to VAT; VAT charged under such circumstances is usually 
refundable (Ojo, 2009). This avoids downward pressure on 
exports and ultimately export derived revenue. Note that export 


is exempt in Nigeria. 


AVAT is an indirect tax, in that the tax is collected from someone 
who does not bear the entire cost of the tax (incidence of 
taxation). 


Personal end-consumers of products and services cannot recover 
VAT on purchases, but businesses are able to recover VAT on the 
materials and services that they buy to make further supplies or 
services directly or indirectly sold to end-users. In this way, the 
total tax levied at each stage in the economic chain of supply is a 
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constant fraction of the value added by a business to its products, 
and most of the cost of collecting the tax is borne by business, 
rather than by the state. VAT was invented because very high 
sales taxes and tariffs encourage cheating and smuggling. It has 
been criticized on the grounds that (like other consumption 
taxes) itis a regressive tax (Soyode & Kajola, 2006). 


A general economic idea is that if sales taxes are high enough, 
people start engaging in widespread tax evading activity (like 
buying over the Internet, buying at wholesale, buying products 
through an employer etc.). On the other hand, total VAT rates 
can rise above 5% without widespread evasion because of the 
novel collection mechanism (Abdulrazaq, 2012). 


2.3. VAT and Sales Tax 


Value added tax avoids the cascade effect of sales tax by taxing 
only the value added at each stage of production. For this reason, 
throughout the world, VAT has been gaining favour over 
traditional sales taxes. In principle, VAT applies to all provisions 
of goods and services (except those exempted). VAT is assessed 
and collected on the value of goods or services that have been 
provided every time there is a transaction (sale/purchase). The 
seller charges VAT to the buyer, and the seller pays this VAT to 
the government. If, however, the purchaser is not an end user, 
but the goods or services purchased are costs to its business, the 


tax it has paid for such purchases can be deducted from the tax it 
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charges to its customers. The government only receives the 


difference; in other words, it is paid tax on the gross margin of 


each transaction, by each participant in the sales chain 


(Abdulrazaq, 2012). 


VAT is also a replacement of Sales Tax in Nigeria as in other 


countries of the world. It is, however, important to note the 


following very important differences in the two taxes - 


ii. 


iii. 


iv. 


The VAT is broad based while Sales Tax is narrower in 
application. The Sales Tax decree covered only nine 
categories of goods and services in hotels, motels and 
restaurants. 

The administration of VAT is by a single authority - The 
FIRS - while all the states' Internal Revenue Services and 
the FIRS were involved with Sales Tax administration. 

All VATable goods and services carry a single rate of 5% 
while Sales Tax had dual rates of 10% for wine, spirits 
and perfume and 5% for other goods and services; 

VAT is imposed on imported goods and services while 
sales tax dealt only with internally supplied goods and 
services. 

The proceed of VAT nationwide is payable into a common 
account in the Central Bank of Nigeria from where 
distribution is to take place on an agreed formula. In the 
case of sales tax, each state collected and kept the tax in its 
territory while the FIRS collected from the Federal 
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Capital Territory. 
2.3. Legal Framework VAT Act LFN 2004(As Amended) 
Since 1993, the Value Added Tax Act, had been amended more 
than half a dozen times the latest being the Value Added Tax 
(Amendment) Act of 2007. Some of the amendments have 
introduced significant changes which are yet to be reflected in the 
body of existing literature. 


The Value Added Tax Act originally consisted of 42 sections and 
three Schedules. The various amendments introduced by the 
Finance (Miscellaneous Taxation Provisions) Decrees over the 
years were differentiated by adding alphabets such as A, B, C, etc 
after the amended sections. For example, in 1996, Section 8 of the 
Decree was amended by inserting Sections 8A and 8B in addition 
to existing section 8 resulting in sections 8, 8A and 8B. The same 
applies to sections 10 and 13 which later have sections 10A, 10B 
and 13A. The various amendments to the VAT Decree, as 
amended, were consolidated in Value Added Tax Act, Cap V-1, 
Laws of Federation of Nigeria, 2004 (Abdulrazaq, 2012). The 
Value Added Tax Act, Cap V-1, Laws of Federation, 2004 consists 
of 47 sections with one Schedule which contains a list of goods 


and services exempt. 


Sequels to the consolidation exercise, the provisions of the Act 
were renumbered serially including the sections which were 
hitherto differentiated by alphabets. After the consolidation 
exercise of 2004, the VAT Act was recently amended by the Value 
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Added Tax (Amendments) Act 2007 (Soyode & Kajola, 2006). 
The Federal Inland Revenue Service (FIRS) had published a 
number of Information Circulars on VAT which to some extent 
throw light on some of the provisions. It suffices to say that the 
FIRS Circulars or Information Notices are not legal documents 
and are merely issued for the guidance of taxpayers. They are 
neither binding on nor create estoppel against the FIRS. 


2.4. VAT Revenue Sharing Formula in Nigeria 


VAT Law | 1994 1995 | 1995 | 1996 | 1997 | 1998 | 2013 
1993 
Fed Govt 40 20 50 | 40 | 35 25 15 15 
State Govt & FCT | 35 50 25 35 40 45 50 50 
Local Govt 25 30 25 25 25 30 35 35 


2.5. VAT Rate in Nigeria 


Nigeria adopts the single rate of 5 per cent of the value of all 
taxable goods and services which are the world lowest VAT rate, 
Export are zero-rated and some goods and services are 
exempted. A recent attempt by the National Assembly to increase 
the rate of VAT to 10% was unsuccessful. Despite the avowed 
policy of the Federal Government to increase the VAT rate, the 


implementation has proved to be herculean and unachievable so 
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far due to unfavourable social and political environment. The 
arguments of those who are opposed to the rate increment have 
always been that FIRS should strive to expand the coverage of 
VAT to those who are presently out of the tax net and generally 
increase the compliance level (Soyode & Kajola, 2006). 


2.6. Taxable person and Registration for VAT 

VAT is collected through registered persons who are known as 
“taxable persons”. A taxable person is obliged to register with the 
FIRS for VAT collection “within six months of the 
commencement of the Act or within six months of the 
commencement of business, whichever is earlier.” Failure to 
register attract a penalty of N10, 000.00 for the first month in 
which the failure occurs; and N5,000.00 for each subsequent 
month. Since a period of six months has elapsed after the 
promulgation of the Act, it presupposes that every taxable person 
is now obliged to register as soon as it commences business. VAT 
can only be lawfully collected after registration, it means that 
until then the taxable person will not have any output VAT 
against which the input tax can be offset. 


2.7. VAT and its Exemptions 
2.7.1. Exempted Goods and Services 


Section 3 of the VAT Act exempts the goods and services listed in 
the Schedule which is divided into two parts thus: 
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2.7.1.1. Part 1- Good Exempt 


a 


oe o N 


All medical and pharmaceutical products 

Basic food items (our major concern in this paper) 

Books and educational material 

Baby products 

Locally produced fertilizer, agricultural and veterinary 
medicine, farming machinery and farming 
transportation equipment 

All exported goods 

Plant and machinery imported for use in the Export 
Processing Zone 

Plant, machinery and equipment purchased for 
utilization of gas in downstream petroleum operations 
Tractors, ploughs, agricultural equipment and 


implements purchased for agricultural purposes. 


2.7.1.2. Part II - Services Exempt 


1. 


2. 


Medical services 

Services rendered by Community Banks, People's Bank 
and Mortgage Institutions; 

Plays and performances conducted by educational 
institutions as part of learning and 


All exported services. 


At inception, there were 7 exempted goods and three exempted 


services. Initially, the trend was to extend the exempted goods 


and services from time to time ostensibly in response to lobbying 
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from interest groups. In 1996, the exempted list was increased to 
twelve while the services were increased to four (Soyode & 
Kajola, 2006). Apparently being wary of the gradual erosion of 
the revenue base of VAT and perhaps curb the growing demand 
for tax exemption, a policy was adopted to restrict the scope of 
exemptions by reducing the number of goods and services on the 
First Schedule and there by broadening the base of VAT. Against 
this background, newspapers and magazines and commercial 
vehicles and commercial vehicle spare parts which were part of 
the original seven exempted items were deleted by Decree No. 30 
of 1999. Only five out of the original 7 exempted goods survived 
till today in the First Schedule under the LFN, 2004 while all the 
exempted services had been retained with a new addition 
(Oderinde, 2013, Abdulrazaq, 2012). 


However, the scope of this presentation is on Basic food items. 


2.8. Food and Basic Food items 

In order to fully understand the major controversies on Basic 
Food Items as used in VAT Act and various FIRS Information 
Circulars on same, it is pertinent to first appreciate what Food 
and staple food are. 


Food is any nutritious substance that people or animals eat or 
drink or that plants absorb in order to maintain life and growth. 
Food is edible or potable substance (usually of animal or plant 
origin), consisting of nourishing and nutritive components such 


as carbohydrates, fats, proteins, essential mineral and vitamins, 
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which (when ingested and assimilated through digestion) 
sustains life, generates energy, and provides growth, 
maintenance, and health of the body (businessdictionary.com). 


Food, according to Wikipedia, is any substance consumed to 
provide nutritional support for the body. It is usually of plant or 
animal origin, and contains essential nutrients, such as 
carbohydrates, fats, proteins, vitamins, or minerals. The 
substance is ingested by an organism and assimilated by the 
organism's cells to produce energy, maintain life, or stimulate 
growth. 


Most food has its origin in plants. Some foods are obtained 
directly from plants; but even animals that are used as food 
sources are raised by feeding them food derived from plants. 
Cereal grain is a staple food that provides more food energy 
worldwide than any other type of crop. Maize, wheat, and rice - 
in all of their varieties - account for 87% of all grain production 
worldwide. Most of the grain that is produced worldwide is fed to 
livestock. 


While many foods can be eaten raw, many also undergo some 
form of preparation for reasons of safety, palatability, texture, or 
flavor. At the simplest level, this may involve washing, cutting, 
trimming, or adding other foods or ingredients, such as spices. It 
may also involve mixing, heating or cooling, pressure cooking, 


fermentation, or combination with other food. In a home, most 
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food are preparation takes place in a kitchen. Some preparations 
are done to enhance the taste or aesthetic appeal; other forms of 
preparation may help to preserve the food; others may be 
involved in cultural identity. A meal is made up of food which is 
prepared to be eaten at a specific time and place. 


Federal Inland Revenue Service (FIRS), information Circular No 
9701 on VAT exemption defined basic food items as “any 
unprocessed staple food item, whether or not it is packaged”. 
This to FIRS means that for a food item to be exempted from VAT 
it must be a staple food item and it must be unprocessed. What is 
then the meaning of “staple food”? 


Staple food is the name for a food that can be stored easily, and 
eaten throughout the year. Different kinds of staple food are used 
in different parts of the world (In Italy a staple food is pasta, as it 
can last for a long time). Early civilizations usually ate staple 
foods because they could be stored for a long period of time 
without having to worry about them going bad. Here are some 
examples of staple foods:. 


a Wheat 

2: Barley 

3. Rice 

4. Potatoes 

5. Tinned food 


6. Things that don't need to be refrigerated 
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7. Carbohydrates 
8. Milk 


Staple food is regularly consumed in a community or society and 
from which people obtain most or a significant proportion of 
their calorie requirements (businessdictionary.com). A food 
staple is a food that makes up the dominant part of a population's 
diet. Food staples are eaten regularly—even daily—and supply a 


major proportion ofa person's energy and nutritional needs. 


Food staples vary from place to place, depending on the food 
sources available. Most food staples are inexpensive, plant-based 
foods. They are usually full of calories for energy. Cereal grains 
and tubers are the most common food staples 
(education.nationalgeographic.com). 


2.10. Major controversies on Basic Food Items 

According to Arowolo & Folarin (2014), there have been 
inconsistencies in the application by FIRS of the “processed and 
unprocessed” rule. For example, FIRS included semi-milled or 
wholly milled rice as part of the recognized VAT exempt food 
items. But in another situation, FIRS attempted to assess some 
companies involved in the production of Cassava-based Flour to 
VAT. In a further scenario, FIRS sought to classify a variety of 
“non-special” bread popularly referred to as “Agege loaf of 
bread”, preferred by the low income earning class, as a basic food 
item while classifying sliced loaf typically preferred by the middle 
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and high-income class as non-basic. 


The meaning and scope of the exempted goods and services are 
not defined in either the Statute or the FIRS Circulars. For 
example, the scope of what is meant by “basic food” is not clear. 
Generally, what is a basic food depends on the status in life of an 
individual and varies from person to person (Arowolo & 
Folarin, 2014). 


In practice, FIRS limit the meaning of basic food to uncooked and 
unprocessed staple food items, while processed food items such 
as spaghetti, corn flakes, baked beans and cheese are taxable. In 
the absence of any clear definition of what constitutes basic food 
item, the current practice which imposes tax on processed and 
manufactured foods is open to challenge. This will also accord 
with the principle that ambiguity in tax laws should be construed 
in favour of the taxpayer. It is therefore safe to state that in view 
of the fact that tax payers are not bound by the content of FIRS 
Circular, tax payers can justify the notion of basic food items 
using other acceptable means (Arowolo & Folarin, 2014). 


2.11. Rendering of Account 

Taxable persons are obligated to keep such records and books of 
all transactions, operations, imports and other activities relating 
to taxable goods and services as are sufficient to determine the 
correct amount of the tax due. No particular accounting standard 
is prescribed. Hence books and records which a taxable person is 
expected to keep will depend on the nature and size of its 
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business provided that they are “sufficient to determine the 
correct amount due”. A writer had opined that it is sufficient if a 
taxable person keeps the usual account books such as Cashbook, 
Sales and Purchase Daybooks, Trial Balances, Profit and Loss 
Accounts and Balance Sheets (Soyode & Kajola, 2006). A taxable 
person shall render a monthly return of all the taxable goods and 
services to the FIRS on or before the 30th day of every month. 
Failure to render a return within the stipulated period of time 
attracts a penalty of 5 per cent of the sum due per annum plus 
interest at the commercial rate in addition to the tax (Oderinde, 
2013). 


A taxable person who fails to render a return or renders an 
inaccurate return is liable to be assessed by the FIRS based on its 
best of judgment (BOJ). VAT is largely a self-assessed tax. 
Assessment by the FIRS will only be made as a last resort. 
Although no specific time is prescribed within which a taxable 
person is required to respond to the BOJ, it is submitted that the 
taxable person is nevertheless entitled to reasonable notice 
failing which the assessment may be voided. 


2.12. Determination of Chargeable Value Added Tax 

The question of how much VAT is payable may be 
straightforward for the final consumer (who simply pays 
without obligation to do anything else), but this is not so for a 
taxable person who is an agent of collection. While a taxable 
person has obligation to collect tax on taxable goods and services 
he is also under obligation to pay VAT on taxable goods and 
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services supplied to him. The tax collected by a taxable person is 
called output VAT while the tax paid by him is called input VAT. 
The VAT system is structured in such a way that a taxable person 
is able to take credit for the VAT paid by it on its inputs. The 
processes are contained in sections 12, 13, 14, 15 & 16 of the VAT 
Act. There are three steps leading to the ascertainment of the 
VAT due or refundable. First, a taxable person will ascertain the 
VAT collected by him on his supplies during the reporting period. 
Second, he will ascertain the VAT paid by him on purchases used 
by him to provide the taxable goods during the same reporting 
period. Third, find out the difference between the VAT on 
supplies made and VAT paid on purchases made towards such 
supplies to determine the amount of VAT either payable to FIRS 
or refundable to the registered person. The taxable person is thus 
allowed to indemnify itself against any loss and the rate of VAT 
that is ultimately borne by the final consumer is kept at 5 percent. 
In this way, the registered person acts as a mere unpaid agent of 
the FIRS without bearing the tax burden (Abdulrazaq, 2012). 


2.13. Refund of Value Added Tax 

Federal Inland Revenue Service (Establishment) Act 2007 gives 
the FIRS the power to make tax refund. Before now, the taxes 
once collected went into the Federation Account. This was then 
shared between the federal, state and local governments. Making 
tax refund meant that money already appropriated had to be 
withdrawn from the federation account. Expectedly, this rarely 
happened (Soyode & Kajola, 2006). With the Act, the FIRS would 
be able to make tax refunds. 
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A dedicated account is to be set up, funded from the federation 
account, on the basis of budget prepared by the FIRS and 
approved by the National Assembly. Once a claim for the tax 
refund is established, payment should be made within 90 days, 
but there are reasons why it may be a daunting task for tax 
refund to be effective. An expectation that the same FIRS that had 
never made a tax refund to anyone would immediately begin to 


approve tax refunds may be ambitious. 


A request for refund of say, VAT would very likely precipitate full- 
scale investigation of not just the company's vat records but also 
corporate tax, withholding tax and education tax compliance. 
And the issues that may arise there could take several months to 
resolve. Still, the introduction of a tax refund system is a 
significant first step from the near impossible situation of the 
past. The FIRS can now make tax refund. What is now required, 
is for the officers, who see themselves primarily as tax collectors, 
to also appreciate that where excess tax has been collected, it has 
to be given back (Oderinde, 2013). 


On their part, companies would be well advised to keep proper 
and complete records that would make the work of the FIRS in 
the verification of tax refund claims easy. Unlike statutory audits 
that rely on materiality, tax audits more often than not, require 
vouching of every document in support of a claim. Any company 
that seeks tax refund, but lacks the proper supporting documents 
places itself at a severe disadvantage. Ultimately, and knowing 
that it would never have a sufficient budget to satisfy claims for 
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refund, the FIRS has to explore ways to avoid taking excess tax 
out of the system in the first place. It should ensure that 
companies with legitimate input VAT are able to recover their 
money, as it happens in other fiscal regimes. It should ensure that 
withholding tax rate is set at a level that makes it an advance 
payment of tax, rather than an over payment of tax. It should 
ensure that any company that has suffered tax deduction at 
source is not required to pay that tax again, merely because it has 
not been issued a receipt by the FIRS. Businesses need to have 
sufficient fund, to enable them expand and grow (Oderinde, 
2013). 


VAT operates on the basis of self-assessment. A taxable person is 
required to remit tax collected not later than the 21st day of the 
following that in which the purchase or supply was made, a 
return of all taxable goods and services made by him during the 
preceding month. The period for fling return was reduced from 
30 days to 21 days by the 2007 Amendment Act. 


A taxpayer who is aggrieved by an assessment made on him may 
file an objection to the FIRS which shall be determined within 30 
days. Appeal lies from the decisions of the FIRS to the Tax Appeal 
Tribunal established under the Federal Inland Revenue Services 
and thereafter to the Federal High Court. Originally, section 16 of 
the VAT Decree vested jurisdiction in the Federal High Court for 
the recovery of any tax, penalty or interest which remains unpaid 
after the period stipulated for payment. The Federal High Court 
is one of the Superior Courts established under the Constitution. 
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Section 251(a) of the 1999 Constitution vests the Federal High 
Court with exclusive jurisdiction to hear and determine causes 
and matters relating to the revenue of the Federal Government in 
which the Federal Government or any of its organs or agency is a 
party. 

In 1996, the Value Added Tax Tribunal was established. Section 


16 of the Decree provides thus: 


(1) Any tax, penalty or interest which remains unpaid after the 
period specified for payment may be recovered by the FIRS 
through proceedings in the value Added Tax Tribunal. 

(2) A taxable person who is aggrieved by an assessment made on 
the person may appeal to the Value Added Tribunal. 

(3) Appeal from the Value Added Tax Tribunal shall be made to 
the Federal Court of Appeal. 


Although the above provisions derogated from section 251(a) of 
the Constitution which vested jurisdiction on the Federal High 
Court, the power of the Military Government to overreach the 
provisions of the Constitution pursuant to the Constitution 
(Suspension and Modification) Decree No 1 of 1984 was not in 
doubt. Hence, the jurisdiction of the VAT Tribunal prevailed over 
that of the Federal High Court by virtue throughout the period of 
the Military rule. 


2.14. Offences and Penalties 
Various offences were created under the VAT Act in order to 


punish defaulters and minimize evasion. These are contained in 
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Chapter V. The offences range from furnishing of false 
document, evasion, failure to make attribution, failure to notify 
change of address, failure to issue tax invoice, resisting an 
authorized officer of the FIRS, issuing of tax invoice by an 
unauthorized person, Failure to register, failure to keep proper 
record and accounts, failure to collect tax, failure to submit 
returns, aiding and abetting commission of offences. Where an 
offence is committed by a body corporate, every director, 
manager or secretary and in the case of partnership, every 
partner is severally guilty and liable. Each offence attracts 
penalties such as a fine and or imprisonment depending on the 
gravity. The offence of evasion of VAT payment carries the 
severest penalty of “a fine of N30.000 or two times the amount of 
the tax being evaded, whichever is greater, or to imprisonment 
for a term not exceeding three years.” The premises of a taxable 
person can be sealed up where he knowingly or intentionally fails 
to register for VAT after one month of being convicted for the 
offence of non-registration. 


3.0. Conclusion 

In line with the submission of Arowolo & Folarin (2014), Value 
Added Tax (VAT) is a consumption tax imposed on the value of 
the supply of taxable goods and services produced and consumed 
in Nigeria. The statutory framework for the imposition of the tax 
is the Value Added Tax Act Cap V1, Laws of the Federation of 
Nigeria, 2007 (as amended). The applicable rate is 5%. However, 
there are exceptions to the application of VAT under the 
legislation. One of these exceptions is basic food items 
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(Abdulrazaq, 2012). Tax payers, tax practitioners and tax 
administrators need to further come to the round table and agree 
on some salient issue that is generating controversy on what 
constitute basic food items and why some are to be excepted in on 
side and others are to be taxed on the other hands even within the 
same jurisdiction. 
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CHAPTER NINE 
FORENSIC ACCOUNTING INVESTIGATION TECHNIQUES: 
ANY RATIONALIZATION? 


Abstract 

In any profession, there exist ways of doing things. These are 
sometimes referred to as methods, skills, and/or techniques. 
Forensic accounting has been recognized as a profession and 
thereby has some techniques in approaching its engagements in 
order to ensure its products are admissible in the law court. This 
study investigates the techniques available in forensic accounting 
investigation and interrogates the justification for same. This 
paper explores the overview of forensic accounting investigation 
and its various available techniques. Methodology used in 
arriving at the conclusion in this paper is “content analysis”, 
which is the review of relevant books, journals, and articles on the 
subject of discussion. Readers of this paper would appreciate the 
need for forensic accounting professionals to equip themselves 
with these techniques in order to achieve their forensic 
engagement objectives. 


Key words: Data Mining, Data Matching, Forensic Investigation, 
Forensic Accounting Techniques 


1.0. INTRODUCTION 

The spate of decadence in all spheres of life and the difficulty of 
those responsible for preventing and detecting same has 
necessitated the request for special skills and techniques of 
forensic accounting in resolving the allegation of fraudulent 
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activities. Forensic accounting is the investigation of a fraud or 
presumptive fraud with a view to gathering evidence that could 
be presented in the court in form of litigation support. Forensic 
accounting is the application of accounting knowledge, methods, 
and standards for the follow up and collection of forensic audit 
trail to track and trap criminals at their own game. It utilizes as its 
baseline, an understanding of the business information, financial 
reporting system, accounting and auditing standards and 
procedures (Oyedokun, 2014). 


Forensic Accounting is a Scientific Accounting method of 
uncovering, resolving, analyzing and presenting fraud and 
related matters in a manner that is acceptable in the court of law 
(Oyedokun, 2013). The integration of accounting, auditing and 
investigative skills yields the specialty known as Forensic 
Accounting. Forensic Accounting thus provides an accounting 
analysis that is suitable to the court which will form the basis for 
discussion, debate and ultimately dispute resolution. Forensic 
Accounting encompasses both Litigation Support and 
Investigative Accounting. Forensic Accountants, utilize 
accounting, auditing, investigative and legal skills when 
conducting investigation. They equally have ability to respond 
immediately and communicate financial information clearly and 
concisely in a courtroom setting while serving as expert witness. 

Forensic accounting utilizes the techniques in Auditing. Audit is 
said to be an evaluation of a person, organization, system, 
process, enterprise, project or product. Audits are performed to 
ascertain the validity and reliability of information; also to 
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provide an assessment of a system's internal control. The goal of 
an audit is to express an opinion of the person, organization, 
system etc, in question, under evaluation based on work done on 
a test basis (Zysman, 2004). Audit is a systematic approach that 
follows a structured, documented plan called audit plan. In this, 
accounting records are examined by the auditors who use a 
variety of generally accepted techniques. Financial audits are 
thorough reviewed of a company's financial records conducted 
by external auditors to verify that their financial statements are 
accurate and reliable. Audits are also customarily conducted to 
assess the effectiveness of internal controls or compliance with 
regulations (Bradford, 2013). 


This study interrogates whether forensic accounting has 
techniques. The paper explores skills available for forensic 
accountants in forensic accounting engagement. Techniques 
such as: data mining, data marching, document reviews, 
computer assisted reviews, litigation, arbitration & Mediation 
among others are considered in this study. 


2.1. Objective of the Study 

The broad objective of this study is to assess the efficacy of 
Investigative techniques applicable in forensic accounting 
engagements and determine if there is any need for such 
techniques. 


2.2. Scope of the Study 
This paper does not pretend to cover all aspect of forensic 
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accounting investigation. Attempt was only made to explore and 
examine the techniques applicable to forensic accounting 
practitioners and justification for same (Forensic Investigation 
inclusive) in order to appraise their importance in the schemes of 


forensic accounting engagements. 


3.0. METHODOLOGY 

This paper on “Forensic accounting investigation techniques: 
any rationalization?” is put together, adopting contents analysis 
methodology. The source of data was secondary, where available 
literatures on forensic accounting, investigation and audit were 
reviewed to arrive at informed conclusion for the purpose of 
increasing the frontiers of knowledge in this important 


discourse. 


2.0. LITERATURE REVIEW 


2.1.1. Forensic and Forensic Accounting 


According to Webster's Dictionary, ‘Forensic’ means 
"belonging to, used in or suitable to courts of judicature or to 
public discussion and debate." Forensic accounting provides an 
accounting analysis that is suitable to the court which will form 
the basis for discussion, debate and ultimately dispute resolution 
(Zysman, 2004). Forensic to the-free-dictionary.com means 
“relating to, used in, or appropriate for courts of law or for public 


discussion or argumentation”. 


According to Arokiasamy and Cristal (2009) and Dhar and 


Sarkar (2010), forensic accounting is a science dealing with the 
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application of accounting facts and concepts gathered through 
auditing methods, techniques and procedures to resolve legal 
and related problems which requires the integration of 
investigative, accounting, and auditing skills. According to 
Oyedokun (2011), and Zysman (2004), forensic accounting has 
existed for many years and with the growing complexity of the 
business environment and the growing number of business 
related investigations, forensic accounting professionals are 
increasingly asked to assist in the investigation of financial and 


business-related issues. 


According to Oyedokun (2013), Forensic accounting is a scientific 
Accounting method of uncovering, resolving, analyzing and 
presenting fraud matters in a manner that is acceptable in the 
court of law. Shanikat and Khan (2013) opines that forensic 
accounting, given its peculiar investigative stance, requires some 
specific skills set on the part of the forensic accountant, that 
integrates accounting, auditing and investigative skills. Akintoye 
(2008), in Owolabi, Dada, and Olaoye (2013), explains that 
forensic accounting is accounting that is suitable for legal review, 
offering the highest level of assurance, and including the new 
generally accepted connotation of having been arrived at in a 
scientific fashion and providing the needed findings in settling 
disputes. Forensic accounting according to Zysman (2004) is an 
"accounting analysis that can uncover possible fraud that is 


suitable for presentation in court. Such analysis will form the 
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basis for discussion, debate, and dispute resolution." 

2.1.4. Forensic Accounting Investigation skills 

Investigation is the act or process of investigating or the 
condition of being investigated. It is a searching inquiry for 
ascertaining facts; detailed or careful examination. Investigation 
is avital part of forensic accounting and auditing process but only 
applied when the event or transaction is beclouded. It is carried 
out when lapse has been established to ascertain who is 
responsible, the reason for the action including the extent of 
damage if any. It could be referred to as a detailed verification and 
clarification of doubt about a transaction or event (Oyedokun, 
2013). 


According to Oyedokun (2013) “The forensic accountant or fraud 
examiner must have skills in many areas. Some forensic 
accountants, of course, specialize in certain areas such as 
information technology. However, all well-trained forensic 
accountants have at least a minimum level of knowledge and 
skills in the following areas”: 


i. Auditing skills are of paramount importance to the 
forensic accountant because of the information- 
collecting and verification nature of forensic accounting. 
Well-trained forensic accountants must be able to collect 
and analyse relevant information so that the cases on 
which they are working will be well supported in court. 

ii. Investigative knowledge and skills, such as surveillance 
tactics and interviewing and interrogation skill, assist the 
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iii. 


iv. 


vi. 


forensic accountant beyond the skills related to auditing 
and blend the financial and legal aspects of forensics. 
Criminology, particularly the study of the psychology of 
criminals, is important to the forensic accountant 
because effective investigative skills often rely on 
knowledge of the motives and incentives experienced by 
the perpetrator. 

Accounting knowledge helps the forensic analyse and 
interpret the financial information necessary to build a 
case in a financial investigation, whether it is a bankrupt 
setting, a money-laundering operation, or an 
embezzlement scheme. This includes knowledge of 
proper internal controls such as those related to 
corporate governance. 

Legal knowledge is critical to the success of the forensic 
accountant. Knowledge of laws and court procedures 
enables the forensic accountant to identify the type of 
evidence necessary to meet the legal standards of the 
jurisdiction in which the case is to be adjudicated and 
preserve evidence in a manner that meets the criteria of 
the court. 

Information technology (IT) knowledge and skills are 
necessary tools of the forensic accountant in word filled 
with paperless crimes. At a minimum, forensic 
accountants must know the point at which they should 
contact an expert in computer hardware or software. 
Forensic accountants use technology skills to quarantine 
data, extract data through data mining, design and 
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implement controls over data manipulation, accumulate 
baseline information for comparison purpose, and 
analyse data. 

vii. Communication skills are required of forensic 
accountants so that the results of their 
investigation/analysis can be correctly and clearly 


conveyed to users of their services. 


Bronner (2014) concluded that Forensic Accounting Techniques 
such as interviewing, computer assisted reviews such as data 
mining, and document review techniques are also useful to 
detect fraud. Because of the unique legal aspects of forensic 
accounting investigations, there are special auditing protocols 
that must be followed since the audit's conclusions and findings 
may be subject to challenge in an adjudication proceeding, or in 


more formal court proceedings. 


2.2.0. Theoretical Review 

The two major theories that are of interest to this study (theory of 
fraud triangle and theory of fraud diamond) are presented 
below: 


2.2.1. Theory of Fraud Triangle 

Cressey (1940) focused his research on embezzlers. His findings 
resulted in a theory which, over the years, has become known as 
the fraud triangle. One leg of the triangle represents a perceived 
non-sharable financial need. The second leg is for perceived 
opportunity, and the final is for rationalisation. The role of the 
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non-sharable problem is important. 


In his view, Cressey (1940) opined that there were two 
components of the perceived opportunity to commit a trust 
violation: general information and technical skill. General 
information is simply the knowledge that the employee's 
position of trust could be violated. This knowledge might come 
from hearing of other embezzlements, from seeing dishonest 
behaviour by other employees, or just from generally being 
aware of the fact that the employee is in a position where he could 
take advantage of his employer's faith in him. Technical skill 
refers to the abilities needed to commit the violation. These are 
usually the same abilities that the employee needs to obtain and 
keep his position in the first place. (Fraud examiner manual, 


2014). 
THE FRAUD TRIANGLE 
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Source: Montgomery, et al. (2002) 


While concluding their work on “an analysis of the fraud 
triangle” Turner, Mock, and Srivastava (2003) believes that their 
models and related analyses provide a method of incorporating 
objectively the factors in the fraud triangle and to assess their 
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impact on audit risk and opined that this type of assessment 
should help an audit team plan and appropriately modify audit 
procedures to control audit risk to an acceptable level. The results 
of their analyses support the concept of the fraud triangle in that 
the relationships between the three components are shown to 
have a substantial impact on audit risk. 


2.2.2. Theory of Fraud Diamond 

Wolf and Hermanson (2004) believe that the fraud triangle as 
postulated by Cressey (1940) could be enhanced to improve both 
fraud prevention and detection by considering a fourth element 
referred to as “Capability”. They stated that in addition to 
address incentive, opportunity, and rationalization, the four- 
sided “fraud diamond” also considers an individual's capability 
such as personal traits and abilities that play a major role in 
whether fraud may actually occur even with the presence of the 
other three elements by Cressey. 


Fraud Diamond 


Incentive 


Opportunity ® Rationalization 


Capability 
Source: Wolf and Hermanson (2004) 
These four elements certainly overlap (Wolf and Hermanson, 
2004); the primary contribution of the fraud diamond is that the 


capabilities to commit fraud are explicitly and separately 
considered in the assessment of fraud risk. By doing so, the fraud 


Forensic Accounting Investigation Techniques: Any Rationalization? 251 


diamond moves beyond viewing fraud opportunity largely in 
terms of environmental or situational factors, as has been the 


practice under current and previous auditing standards. 


2.2.3. Theory Adopted 

Though two major theories are of interest to this study, such as; 
theory of fraud triangle, and theory of fraud diamond, as 
presented above. This study, therefore, adopts the fraud 
diamond theory because, the objective of the study is to assess the 
relevant Forensic Accounting Techniques that are useful in 
carrying out forensic engagements. Fraud diamond theory is 
complete in exploring the hiding characteristic of fraudster. 
Fraud Diamond was premised on the theory of fraud triangle 
with the addition of capacity to enable the theory of fraud 
diamond to have four angles. 


Anti-fraud professionals can, therefore, utilize the Fraud 
diamond elements to profile a fraudster's thought process. These 
elements are presented below: 


i. Incentive: I want to, or have a need to, commit fraud. 


il. Opportunity: There is a weakness in the system that the 
right person could exploit. Fraud is possible. 


ili. Rationalization: I have convinced myself that this 
fraudulent behaviour is worth the risks. 


iv. Capability: I have the necessary traits and abilities to be 
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the right person to pull it off. I have recognized this 
particular fraud opportunity and can turn it into reality. 
(Wolf and Hermanson 2004) 


2.3. Empirical review 

Sudhir and Sushama (2013) discussed frauds and their 
investigation as well as the role and importance of forensic 
accounting and a forensic accountant in detecting frauds. They 
found out that forensic accountants need accounting, finance, 
law, investigative and research skills to identify, interpret, 
communicate and prevent fraud. However, as the incidence of 
white collar continues to increase, demand for the services of the 
forensic accountant is set to grow with the public need for 
honesty, fairness and transparency in reporting increasing 
exponentially. Bhasin (2013a) examined the role of forensic 
accountants on corporate governance in which they found that 
forensic accountants which are blood-hound of book-keeping 
can make significant contributions in the area of corporate 
governance, reduction in money laundering, fraud prevention 


and investigation. 


Iztok (2013) in his study examined the perceptions of criminal 
investigators and state prosecutors with respect to the 
investigation of corporate fraud and forensic accounting which 
he concluded that criminal investigators and state prosecutors 
do not feel that they possess sufficient accounting knowledge to 
effectively investigate records during corporate fraud 


investigation involving accounting and financial reports. 
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Sowjanya and Jyotsna (2012) showed some data mining 
techniques for fraud detection and prevention using fuzzy set 
theory to support their work and concluded that using only 
financial statements data may not be sufficient for detections of 
fraud without the application of data mining. Ijeoma (2015) 
empirically examined forensic accounting techniques in curbing 
creative accounting. It was revealed that strong evidence exists 
on the effectiveness of techniques used by forensic accountants 
in helping to curb the problem of creative accounting. It was also 
established from the findings of this study that there is need that 
forensic accountants must possess solid knowledge and skills in 
the area of accounting and auditing and they are expected to 
develop capability in verbal and written communication, 
potentials in perceiving details and of the efficient application of 
investigative activities as well as a considerable degree of 
knowledge about information technologies in accounting and 
auditing procedures (Ijeoma, 2015). 


Dada, Enyi, and Owolabi (2013) focused on the application of 
forensic accounting technique for effective investigation of cases 
of bribery to ensure proper prosecution of those accused of such 
practices. With this, they concluded that applying forensic 
accounting technique is a viable tool in investigating and 
detecting cases of bribery and it has a positive relationship with 
bribery prevention but it has not been applied by anti-corruption 
agency. Similarly, Dada, Owolabi, and Okwu (2013) discussed 
the relevance of forensic accounting in the effective reduction in 
fraudulent practices in Nigeria. The results of their hypotheses 
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tested revealed that fraud reduction is significantly and positively 
related to fraud investigation and detection through forensic 


accounting. 


In their studies, Owolabi, Dada, and Olaoye (2013) determined 
the extent to which employment of forensic accounting 
technique can ensure effective prevention of corruption with 
effective investigation and detection of embezzlement in Nigeria. 
They concluded that it is evident that forensic accounting 
technique can go a long way in the investigation and detection of 
corrupt practices but because EFCC has not established a 
forensic accounting unit in carrying out its investigation, their 
result showed no evidence of embezzlement prevention by 
applying forensic accounting technique (Owolabi, Dada, and 
Olaoye, 2013). While Gbegi and Adebisi (2014) examined 
forensic accounting skills and techniques in fraud investigation 
in the Nigerian public sector in which they concluded that 
forensic accounting skills and techniques have significant effect 
on uncovering and reducing fraud in the Nigerian public sector. 


4.0. DISCUSSION 

4.1.0. Forensic Accounting Investigation Techniques 

In detecting and deterring fraudulent activities and corruption, 
forensic accounting techniques have been argued to the most 
important techniques. Enofe, Okpako, and Atube (2013) 
examined the effect of forensic accounting on fraud detection in 
Nigerian firms and determined the relationship between fraud 
detection and forensic accounting. The study revealed that the 
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application of forensic accounting services on firms affects the 


level of fraudulent activities by deterring. 


4.1.1. Identifying anomalies 

The Chartered Institute of Management Accountants (CIMA) 
(2008) identified two major tools for anti-fraud professionals 
(Forensic Accountants) in fraud fighting which are premised on 
the ability to think and act logically. The tools are; training and 
experience, and the necessary mindset. CIMA (2008) also 
suggested everyday techniques that are available to help in 
identifying irregularities which may be fraud, and research the 
anomaly to decide whether further action should be taken. 
These techniques are: 


Background reading: it is important to keep up to date with 
fraud trends and issues. The general press can be a useful source 
of information for this, along with technical magazines, which 
often carry articles on fraud and financial irregularity. Also 
useful is a subscription to a publication specializing in fraud or 
buying a good reference book. The Internet is also a valuable, and 
vast, research tool. 


Risk assessment: undertake a fraud risk assessment and design 
speci? c tests to detect the signficant potential frauds identfied 
through the risk assessment. Act on irregularities which raise a 


concern. 


Benchmarking: comparisons of one financial period with 
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another; or the performance of one cost centre, or business unit, 
with another; or of overall business performance with industry 
standards, can all highlight anomalies worthy of further 


investigation. 


Systems analysis: it is important to examine the systems in 
place and identify any weaknesses that could be opportunities for 
the fraudster. 


Ratio analysis: can be used to identify any abnormal trends or 
patterns. 


Mathematical modelling: using the 'sort' tool on a spreadsheet 
can help to identify patterns in expenditure, etc. There are also 
specialist mathematical models such as Benfords Law, a 
mathematical formula which can help identify irregularities in 
accounts. Database modelling can also be utilized. 


Specialist software: such as audit tools for data matching 
analysis can prove very useful. Other tools allow for analysis such 
as real-time transaction assessment, targeted post-transactional 


review, or strategic analysis of management accounts. 


Exception reporting: many systems can generate automatic 
reports for results that fall outside of predetermined threshold 
values (exceptions), enabling immediate identfication of results 
deviating from the norm. With today's technology it is possible 
for an email or text alert to be sent directly to a manager when 
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exceptions are identi? ed. 


According to CIMA (2008), many of these identi? cation 
techniques can be automated to make the process more efficient. 


4.1.2. Computer Assisted Reviews and Document Review 
Computer Assisted Review (CAR) according to Losey (2016) is 
the review of documents with the assistance of computers and 
specially designed legal search and review software is a well- 
established best practice. The term Computer Assisted Review, 
and the alternative phrase that has the same meaning, 
Technology Assisted Review, means more than simply reviewing 
and coding documents on a computer. It is a process where 
computer software as indispensable tools is used to search and 
find relevant evidence in a big data setting. The CAR best 
practices are broken down into these sub-pages: 


i. Hybrid Multimodal 

ii. Predictive Coding 

iii. Bottom Line Driven Proportional Review 
iv. Review Quality Controls 


4.1.6. Data Mining 

According to Galvanize (2015), Data Mining is an important 
analytic process designed to explore data. Much like the real-life 
process of mining diamonds or gold from the earth, the most 
important task in data mining is to extract non-trivial nuggets 


from large amounts of data. Brown (2012) posited that data 
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mining is about processing data and identifying patterns and 
trends in that information so that you can decide or judge. Data 
mining principles have been around for many years, but, with 


the advent of big data, it is even more prevalent. 


Data mining is an interdisciplinary subfield of computer science. 


It is the computational process of discovering patterns in large 

data sets involving methods at the intersection of artificial 
intelligence, machine learning, statistics, and database systems 
(Christopher, 2010; Trevor, Robert, & Jerome, 2009). 


The tasks of data mining are two fold: create predictive 
power—using features to predict unknown or future values of 
the same or other feature—and create a descriptive 
power—find interesting, human-interpretable patterns that 
describe the data. In this post, we'll cover four data mining 
techniques: 


i. Regression (predictive) 

ii. Association Rule Discovery (descriptive) 
iii. Classification (predictive) 

iv. Clustering (descriptive) 


4.1.7. Benford Law 

Numbers may be used for more than just determining the 
strength of a company's financial statements, though. They can 
also be used for evaluating the quality of financial statements. 
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One method is the application of Benford's Law, which states that 
many kinds of number sets should follow a logarithmic 
distribution known as Benford's distribution. 


According to Coleman (2014), Frank Benford, a physicist at 
General Electric back in the 1930s, first hypothesized the 
distribution that now carries his name after noticing that the first 
pages of the logarithm books were significantly more worn than 
the later pages. (This was before the time of electronic 
calculators, of course.) Inspired, he investigated over 20,000 
numbers culled from various sources, and defined the 
distribution in a research paper published in 1938. In the paper, 
he found that about 30% of the numbers investigated began with 
the digit 1, 18% began with 2, and so on, with about 5% 
beginning with 9 (Coleman, 2014). 


Benford's Law can be used to detect anomalies in data, whether 
from clerical errors, random chance, or outright manipulation. 
When a set of numbers expected to conform to the distribution 
do not do so, this can be a sign that there is something wrong 
with the data. Forensic accounting involving digging down date 
and extracting data in order to identify pattern, Benford's Law is 
a technique that can be employed by the Forensic Accountants in 
forensic accounting engagement. Benford's law, also called the 
first-digit law, is an observation about the frequency 
distribution of leading digits in many real-life sets of numerical 
data 


4.1.8. Ratio Analysis 


The use of operating ratio analysis is one of the most reliable 
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methods of detecting financial statement fraud. These ratios are 
most likely to detect fraud when the fraud impacts the numerator 
and denominator in a proportion that differs from the normal 
(properly stated) ratio. For example, if the carrying amount of 
current investments has been overstated as a result of recording 
fraudulent gains in connection with nonexistent increases in fair 
value, the entity's current ratio (current assets divided by current 
liabilities) would be artificially inflated (or an expected 
deterioration would not occur). Of course, there are numerous 
other explanations for an improved current ratio, most of which 
do not involve fraud. But, unexplained changes in key ratios, 
especially when this occurs with respect to multiple important 
ratios, should always be investigated, as this may be the first 


warning sign of a financial reporting fraud. 


In the study of Pinkasovitch (2016), he opined that comparative 
ratio analysis also allows analysts and auditors to spot 
discrepancies within the firm's financial statements. By 
analyzing ratios, information regarding day's sales in 
receivables, leverage multiples and other vital metrics can be 
determined and analyzed for inconsistencies. A mathematical 
approach, known as the Beneish Model, evaluates eight ratios to 
determine the likelihood of earnings manipulation 
(Pinkasovitch, 2016). 


4.1.9. Data Matching 
Data Matching is the task of finding records that refer to the same 
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entity. Normally, these records come from multiple data sets and 
have no common entity identifiers, but data matching 
techniques can also be used to detect duplicate records within a 
single database (Garcia, 2014). 


According to Garcia (2014), Data Matching is also known as 
Record Linkage, Object Identification or Entity Resolution. It is 
capable of identifying and matching records across multiple data 
sets is a very challenging task for many reasons. First of all, the 
records usually have no attribute that makes it straightforward 
to identify the ones that refer to the same entity, so it is necessary 
to analyze attributes that provide partial identification, such as 
names and dates of birth (for people) or title and brands (for 
products). Because of that, data matching algorithms are very 
sensitive to data quality, which makes it necessary to pre-process 
the data being linked in order to ensure a minimal quality 
standard, at least for the key identifier attributes. 


5.0. Summary and Conclusion 

Audits and investigations are considered to be complex but as 
necessary skills for the Forensic Accountants. Audit exercise aims 
at expressing an opinion as to the true and fair view of the 
financial statement examined. Audit is statutorily required while 
investigation process would only be activated when the situation 
is beclouded. Investigation, on the other hands is tailored 
towards a particular cause of event which could be financial or 
non-financial in nature. There are both local and international 
standards on auditing; there is no convergence of standards on 
investigation so also forensic accounting. Forensic accounting is 
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a scientific accounting method of uncovering, resolving, 
analyzing and presenting fraud matters in a manner that is 
acceptable in the court of law” (Oyedokun 2013). The integration 
of accounting, auditing and investigative skills yields the 
specialty known as forensic accounting. Forensic accounting, 
thus, provides an accounting analysis that is suitable to the court 
which will form the basis for discussion, debate and ultimately 
dispute resolution. Forensic Accounting encompasses both 
litigation support and investigative accounting (Zysman, 2004). 


This paper, therefore, has been able to identify among others, 
techniques such as: data mining, data marching, document 
reviews, computer assisted reviews, litigation, arbitration & 


Mediation as forensic accounting techniques. 


6.0. Recommendation 

From this paper, it is clear that forensic accounting investigation 
combines various skills, tools and techniques available in other 
field of endeavor. It is hereby recommended that all would be 
forensic accountant should master the forensic accounting 
techniques in order to produce guarantee evidence that is 
admissible in court law out of their forensic accounting 


engagement. 


Statutory Auditor and investigators should be well equipped 
with forensic accounting techniques in audit and investigation 
exercise in order to reduce their exposure to risk of forensic 


investigations. 
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10.0. Contribution to Knowledge 

Forensic encompasses the understanding of the embedded 
primary knowledge in the understanding of basic accounting, 
the secondary knowledge in the understanding of Costing, 
Management, Financial, Tax accounting, Auditing, Investigation, 
and other assurances services. The tertiary knowledge in the 
application of the consummate knowledge in the following 
regard; lifestyle measurement, interpretation of law, personal 
net worth valuation before and after, evaluation of loss 


settlement in litigation support, etc. 


Many researchers, scholars and professionals have researched 
and written articles on forensic accounting, fraud investigation, 
fraudulent financial statements and financial forensics such as 
Wilson (1932), Cressey (1940), Peloubet (1946), Oremade 
(1988), Menelaides, & Palmrose (2002) Turner, Mock, & 
Srivastava (2003) Wolf and Hermanson (2004), Zysman 
(2004), Enyi (2012), Akintoye (2008), Arokiasamy and Cristal 
(2009), Hecht & Redmond (2010), Dhar & Sarkar (2010), 
McMullen & Sanchez (2010) Sowjanya and Jyotsna (2012) 
Faboyede, Sowjanya & Jyotsna (2012), Harris (2012), Hopwood, 
Leiner and Young (2012), Enofe, Okpako, & Atube (2013), 
Bradford (2013) Bradford (2013), Oyedokun (2013), Owolabi, 
Dada, & Olaoye (2013) Eyisi & Agbaeze (2014), and Mukoro & 
Oyewo (2015). 
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This study closes the gap by connecting the skills, tools and 
techniques necessary for forensic accounting engagements. The 
paper also contributes some fresh literature on the forensic 
accounting investigation techniques. 
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CHAPTER TEN 
RELEVANCE OF TAX AUDIT AND TAX INVESTIGATION IN 
NIGERIA 


Abstract 

Compliance attitude of tax payers in Nigeria is not encouraging 
the relevant tax authorities. The reasons for non-compliance 
usually premised on tax injustice in Nigeria. An obligation to pay 
taxes is a constitutional issue and it is with a return for benefit or 
direct returns from the government. This study aimed at 
investigating the relevant of tax audit and tax investigation in 
revenue generation in Nigeria. Content analyses were employed 
in discussion and concluding this study. The place of tax audit 
and tax investigation in tax revenue generation in Nigeria cannot 
be underestimated. The skills involved is a must learn for the 


relevant staff of tax authorities. 


Keywords: Taxation, Tax Audit, Tax Investigation, Back Duty, 
Tax Revenue 


1.0. INTRODUCTION 

No taxpayer is ready to open his/her books for examination by 
tax officers. Not minding the concept of quid pro quo (something 
for something), it is still the duty of taxpayers to declare their tax 
affairs in line with the available tax laws. Audit is said to be an 
evaluation of a person, organization, system, process, enterprise, 
project or product. Audits are performed to ascertain the validity 


and reliability of information; also to provide an assessment of a 
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system's internal control. The goal of an audit is to express an 
opinion of the person/organization/system etc. in question, 
under evaluation based on work done on a test basis (Zysman, 
2004). Audit is a systematic approach that follows a structured, 
documented plan called audit plan. In this, accounting records 
are examined by the auditors who use a variety of generally 
accepted techniques. Financial audits are thorough review of a 
company's financial records conducted by external auditors to 
verify that their financial statements are accurate and reliable. 
Audits are also customarily conducted to assess the effectiveness 
of internal controls or compliance with regulations (Bradford, 
2013). 


According to Oremade (1988), Investigation is an inquiry 
commissioned by management for a specific purpose. It is an act 
of examining, searching and inquiring into a matter with 
adequate care and accuracy, usually undertaken to obtain 
information of particular or special nature. An investigating 
accountant may or may not be the auditor of the entity, but it 
should be noted that any accountant/auditor undertaking an 
investigation assignment is seen as an expert and he must 
therefore exercise great care and skill in working towards 
achieving the defined purpose/objective laid down in the client's 
instructions. It should be noted that investigation may start as an 
internal matter that could eventually end up in the law court. 
Thus, great care and proper documentation is very important. 
This can no longer be termed Ordinary Investigation but 


Forensic Investigation. 
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In the word of Okonkwo (2014), tax audit is independent 
examination of accounts, tax returns, tax payments and other 
records of a taxpayer to confirm compliance with tax laws, rules 
and regulations and accuracy and correctness of tax paid and 
adhering to generally relevant accounting principles and 
standards. While tax investigation and tax audit are often used 
interchangeably, however, in practice, tax investigation is a more 
detailed and painstaking examination of the taxpayer's records. 
It is usually triggered by suspicion of fraud, evasion and related 
offences (Okonkwo, 2014). Audit, investigation, tax audit, and 
tax investigation, will no doubt utilize “examination” as a major 
tool, however they are not of the same scope. 


1.1. Objective of the Study 

The objective of this study is to assess the relevance of tax audit 
and investigation in improving tax revenue generation in 
Nigeria. 


1.2. Significance of the Study 
By assessing the relevance of tax audit in tax and investigation in 
revenue generation in Nigeria, this study is expected to: 


i. Reveal the differences between tax audit, and tax 
investigation; 

ii. Serve as a point of reference to tax professionals, (tax 
practitioners and tax administrators), accountants, 


auditors, forensic accounting practitioners lecturers of 
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institutions of higher learning; and 
iii. Suggest better way of conducting tax audit in order to 


improve tax revenue generation in Nigeria. 


1.3. Methodology 

This paper is put together, adopting content analyses 
methodology. The source of data was secondary, available 
literature on accounting, taxation, investigation and audit were 
reviewed to arrive at informed conclusion for the purpose of 
increasing the frontiers of knowledge in this important 


discourse. 


2.0. LITERATURE REVIEW 

2.1.0. Conceptual Review 

2.1.1. Tax Audit 

Tax audit is an inspection of a taxpayer's business records and 
financial affairs to ensure that the amount of tax reported and 
paid are in accordance with tax laws and regulations. This is an 
additional audit to the statutory audit and is carried out by tax 
officials from a relevant tax authority. This is not the same as the 
statutory audit with respect to the requirement of the Company 
and Allied Matter Act (CAMA) 1990 (as amended). It should also 
be noted that the criteria for selecting cases for tax audit include 
persistent loses, nil tax returns, refund cases, non-submission of 
returns, low tax yield, suspicion of tax avoidance, fraud or 
evasion, transfer mispricing, thin capitalization and most often 


when the taxpayers request for tax clearance certificate among 
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others (Bitrus, 2014, Okonkwo 2014, Oyedokun 2014). 


Tax audit exercise as concluded by Okonkwo (2014) is a very 
important compliance tool in most tax jurisdictions all over the 
world. It has contributed immensely in creating awareness 
amongst stakeholders, strengthening of the self-assessment tax 
system, bringing of more taxpayers into the tax net, increased 
generation of tax revenue and checking of various abuses in the 
tax system. 


The purpose of tax audit is to determine a true and fair view of 
the business records for tax purposes. The tax audit officer is 
responsible to ensure that the reported amount is correct and 
that the amount of tax paid is correct accordance with tax laws 
and regulations. The other purpose of tax audit is to achieve the 
voluntary compliance with the tax laws and regulations and to 
ensure that a higher tax compliance rate is achieved under the 
Self-Assessment System (eeVonn, 2009). 


The objectives of tax audit according to Bitrus (2014) are to 
enable the tax auditors to determine whether or not: 


i. Adequate accounting books and records exist for the 
purpose of determining the taxable profits or loss of the 


taxpayer and consequently the tax payable; 


ii. The tax computations submitted to the authority by the 


taxpayer agree with the underlying records; 
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iii. All applicable tax legislation has been complied with; 


iv. Provision of an avenue to educate taxpayers on various 


provisions of the tax laws; 
v. Discourage tax evasion; 


vi. Detect and correct accounting and/or arithmetic errors 


in tax returns; 


vii. Provide feedback to the (tax administrators) on various 


provisions of the law and recommend possible changes; 


viii.Identify cases involving tax fraud and recommend them 


for investigation; 


ix. Forestall a taxable person's failure to render tax returns; 


and 


x. Forestall a taxable person rendering incomplete or 
inaccurate returns in support of the self-assessment 


scheme. 


Okonkwo (2014) opined that the scope and type of audit steps to 
be executed would depend on the type of audit to be performed, 
the underlying trigger and the objectives to be achieved. He 
further stated that Federal Inland Revenue Service (FIRS) is 
involved in the following types of audit: Registration Audit; 
Advisory Audits; and Record Keeping 


Bassey (2013), he however, classified tax audit into two: Desk 
Audit and Field Audit 
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Desk Audit is said to be the tax audit or examination which takes 
place in the tax office where books and financial records of the 
taxpayers are examined while Field Audit on the other hand is 
that tax audit conducted in the taxpayers' office. In field tax office, 
tax auditors have opportunity to examine the relevant 
documents, accounts, and other necessary schedules in 
taxpayers’ business premises and this affords the auditors 
opportunity to obtain information and explanations directly 
from the staff of the company (Bassey, 2013). 


Okonkwo (2014) identified the following as some of the 


challenges facing tax audit exercise among others viz: 


i. Poor/lack of record keeping by taxpayers; 

ii. Lack of co-operation by taxpayers and agents; 

iii. Partial submission of books and records for inspection; 

iv. Deliberate introduction of delays; 

v. Aggression; 

vi. Reconciliation meetings not taken seriously; 

vii. Lack of audit skills by some Tax Auditors leading to 
prolonged reconciliation meetings; 

viii.Influence peddling; and 


ix. Inducement of tax auditors. 


2.1.2. Tax Investigations 
Investigation is the act or process of investigating or the 
condition of being investigated. It is a searching inquiry for 
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ascertaining facts; detailed or careful examination. Investigation 
is a vital part of forensic accounting and auditing process, but 
only applied when the event or transaction is beclouded. It is 
carried out when lapse has been established to ascertain who is 
responsible, the reason for the action including the extent of 
damage if any. It could be referred to as a detailed verification and 
clarification of doubt about a transaction or event (Oyedokun, 
2013). 


Tax investigation is a more detailed and painstaking 
examination of the taxpayer's records. It is usually triggered by 
suspicion of fraud, evasion and related offences. It involves the 
detailed examination of taxpayers’ financial statement and other 
books of accounts to determine whether the taxpayers have 
complied with the provisions of the relevant tax laws in addition 
to the applicable accounting principles and standards (Okonkwo 
2014, Bassey 2013). 


According to Oyedokun (2015), a tax fraud investigation tries to 
determine whether tax fraud has taken place and tries to detect 
evidence of fraud that has occurred. Tax fraud is considered to 
involve misrepresentation with intent to deceive. If a company 
makes specific promises about a product, for example, in order to 
sell that product, they may be guilty of fraud if they are aware 
that the product does not work as advertised. So also, tax fraud is 
very real and costly. Tax investigation process is activated when 
the tax authorities suspect with concrete evidence that tax fraud 
had been committed by the taxpayer. 
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Bassey (2013) opined that tax investigation “is an enquiry to 
ascertain the level of fraud or willful default or neglect 
perpetrated by the taxpayer and to obtain evidence for possible 
prosecution of the culprit”. Tax investigators have greater power 
and authority than tax auditors as they have power to visit and 
take possession of relevant books of accounts without notice. 
They may also seal up the taxpayer's premises and conduct in- 
depth examination as they may deem fit (Bassey, 2013). 


2.1.3. Legal Basis of Tax Audit and Investigation 

Unlike the statutory audit that derived its power from the 
Companies Allied Matters Act (CAMA) 1990 (as amended), the 
legal framework for tax audit and investigation is in relation to 
various tax laws. The tax laws confer power on the tax 
authorities to carry out tax audit and investigations. Some of the 
provisions could be inferred. In the word of Okonkwo (2014), 
there was no specific provision in Companies Income Tax Act 
(CITA) for tax audit prior to the introduction of the self- 
assessment scheme. Subsection 4 of Section 43 was, however, 
introduced to empower FIRS to carry out tax audit. “Nothing in 
the foregoing provisions of this Section or in any other provisions 
of the Act shall be construed as precluding the Revenue Service 
from verifying by tax audit any matter relating to entries in any 
books, documents, accounts or returns as the Service may from 
time to time specify in any guideline.” An integral part of the self- 
assessment scheme is the need to periodically verify the tax 
returns filed by taxpayers through tax audit procedures. The tax 
audit exercise essentially is meant to enable the revenue 
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authority to further satisfy itself that audited financial 
statements and the related tax computations submitted by the 
taxpayer agree with the underlying records. 


Examples of specific legal provisions according to Okonkwo 
(2014) and Bassey (2013) include: 


i) Federal Inland Revenue Service (FIRS) (Establishment) 
Act, 2007- S.8, S. 23, S 29 &S.35; 

ii) Companies Income Tax Act Cap. C21, LFN 2004-S.60, 
S.66, S. 58 (Section 17, of the Companies Income Tax 
(Amendment) Act 2007; 

iii) Personal Income Tax Act- S.46, S.47, S. 55, S.103; 

iv) Petroleum Profit Tax Act Cap. P13, LFN 2004 S3(1), S.36; 

v) Value Added Tax Cap. VI LFN 2004. S. 39; 

vi) Stamp Duties Act Cap. S8, 2004 S 24; and 

vii) Education Tax Act Cap E4, LFN 2004 S. 2(1)(b). 


2.1.4. Back Duty Audit and Investigation 

According to Abdulrazaq (2013), “Back duty" is a colloquial 
phrase that is not known to statue. It covers the process of tax 
enquiries and statutory penalties. The practice is to require the 
taxpayer to furnish the tax inspectors with all the necessary 
information and the explanations as may be required by them. It 
is important that a taxpayer cooperate with the tax auditors as 
refusal may sometimes be interpreted as working against the 


law. 
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The back-duty assessment may be carried out for at most six 
years before the year when the tax audit is carried out. 
Experience has shown in practice that at the completion of the 
audit, no preliminary reconciliation is held with the taxpayers 
before they leave the premises. This often causes a lot of 
problems when the report of the tax audit is subsequently 
released as they are sometimes full of errors, mistakes, double 
counting, etc. 


Accroding to Onoja and Iwarere (2015), Back duty audit may be 
instituted when the following occurs: 


1. Failure to disclose or include in full any income or earning 
in the return made available to the tax office; 

2. Doubtful claim of capital allowance in respect of current 
or previous year; 

3. Reduction in the profit in the returns files in tax office; 
Where the tax charged or assessed is less than what it 
ought to be. 


The institution of back duty audit on a taxpayer can either be a 
routine or as a result of the above reason(s). It is an exercise by 
the relevant tax authority to ensure that the amount due to the 
government is duly collected (Ariwodola, 2000). 


2.2.0. Theoretical Review 
2.2.1. Classical Theory of Tax Compliance 
This study is premised on Classical Theory of Tax Compliance. 
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This theory of tax compliance is also called the A-S models based 
on the deterrence theory. The theory states that the taxpayer is 
assumed to maximize the expected utilities of the tax evasion 
gamble, balancing the benefits of successful tax cheating against 
the risky prospect of being caught and punished by tax 
authorities (Sandmo 2005). 


Alabede, Zainol-Affirm, and Idris (2011) stated that the 
deterrence theory depends largely on tax audit and penalty. They 
further stressed that this theory of tax compliance makes 
taxpayers to pay tax as a result of fear and sanctions. Trivedi and 
Shehata (2005) says that the deterrent theories suggest that 
taxpayers “play the audit lottery”, that is, they make calculations 
of the economic consequences of different compliant alternative. 
Verboon and Dijke (2007) stated that the essence of the 
deterrence model of tax compliance is to chiefly examine the 
interaction between probabilities of detection and sanction 
severity that should affect non-compliance. Brook (2001) says 
that classical theory is only based on economic analysis, but social 
and psychological variables are equally important in 
understanding the issue of noncompliance to tax. Some of the 
important studies about the effects of deterrence on compliance 
include Hasseldine (2000), Torgler (2002) and Kirchler (2007). 
Elffers (2000) and Braithwaith (2003) argued that if deterrence 
(that is the probability of detection and sanction severity) would 
be the most significant variable in explaining compliance, 
rational individuals in most societies of the world would be non- 
compliant because the levels of deterrence are low. 
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2.3.0. Empirical Review 

May scholars had conducted empirical studies on the need for 
taxation and how the proceeds would benefit the Nation at large, 
others premised theirs on tax compliance culture, tax audit, tax 
avoidance and revenue generation in the country. These are 


reviewed below. 


A study conducted in Nigeria by Samuel and Tyokoso (2014) on 
an empirical investigation of taxation and revenue generation in 
Nigeria: found that both tax avoidance and tax evasion have 
significant effect on revenue generation in Nigeria. Regression 
analysis was used to analyze both primary and secondary data 
generated. The scope of this study was from 2001 to 2010, 


current issues were left out. 


Similarly, Stanley (2014) conducted a study titled Effective Tax 
Administration and Institutionalization of Accounting Systems 
in Small and Medium Scale Enterprises: Evidence from Nigeria. 
He used the econometric e-view to analyse the data obtained and 
he found out that lack of effective tax administration undermines 
the collection of profit tax from the operators of those sector. His 
study also revealed that several variables mitigate against the 
establishment of an effective tax administration in Nigeria. The 
study concentrated more on the SMS's than the Nigerian 
economy as a whole. In another study conducted by Machira and 
Irura (2009) on taxation and SMS's sector growth in Nigeria, 
they found that there is a significant correlation between 
taxation and SMS's sector growth. Data used for this study were 
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collected using the questionnaire, interview and observation. It 
was analyzed using binary logistic regression empirical model. 
This study though concentrated only on the growth of SME's in 
Nigeria. 


Edame and Okoi (2014) in their research effort examined the 
impact of taxation on investment and economic development in 
Nigeria. They used the ordinary least square (OLS) method to 
analyse the secondary data collected, and it was revealed that 
taxation is negatively related to the level of investment and the 
output of goods and services (GDP) and it is positively related to 
government expenditure in Nigeria. Meanwhile Usman and 
Bilyaminu (2013) examined taxation and societal development in 
Nigeria. Secondary data was used and the study found that more 
tax compliance is significantly associated with adequate 
campaign and judicious utilization of tax funds. 


Matthew (2014) analyzed the impact of tax revenue on the 
Nigerian economy using the Federal Board of Inland Revenue as 
a case study. He used chi-square and found that tax revenue 
significantly impacts on Federal government budget 
implementation. He also concluded that tax policies significantly 
affect revenue generation. Chigbu, Akujuobi and Ebimobowei 
(2011) conducted an empirical study on the casualty between 
economic growth and taxation in Nigeria in 2014. They used 
econometrics model such as Augmented Dickey-Fuller and 
Johnsen Co-integration to analyzed their data and they found out 
that taxation is a very important tool for fiscal policy which can 
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stimulate economic growth of any country. 


Adereti, Adesina and Sanni (2011) also studied the effect of value 
added tax on Nigerian economic growth from 1994 to 2008. 
Secondary data were collected, and analysed using multiple 
regression. The study revealed a positive correlation between 
VAT and GDP. James and Moses (2012) in the United Kingdom 
examined the impact of tax administration on revenue 
generation in a developing economy with Nigeria as a case study. 
Primary data were collected via questionnaires and analyzed 
using simple percentages. They found that inadequate training 
of personnel, lack of modern information communication tools 
are some of the challenges facing effective administration of tax 
in Nigeria. Zakariya and Muzainah in 2015 looked into the 
problems and prospects of tax administration in Nigeria using 
Gombe as a case study. Secondary data and field survey were 
used by the researchers. They found poor working conditions, 
insufficient public awareness and poor remuneration among 
other things as problems facing Gombe state internal revenue 
service. 


Akintoye and Tashie (2013) examined the effect of Tax 
Compliance on economic growth and development in Nigeria. 
Tax compliance is proxied on willingness to pay tax. A 
comparative analysis of willingness to pay taxes in two (2) large 
states of Nigeria, Lagos and Oyo was presented. Primary data 
was collected through the administration of questionnaires to 
self-employed in each senatorial district in Oyo and Lagos states. 
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Frequencies and percentages were used to measure the 
demographic variables of respondents while chi-square 
technique was used to measure the difference between the 
willingness of citizens to pay tax and that of the willingness of 
citizen to pay tax in Lagos state. It was discovered that many 
Nigerians are complying with tax payment and the willingness to 
pay tax in Lagos is significantly higher than that of Oyo. It was 
suggested that government should pay attention to the factors 
that influence willingness to pay tax and improve on them. 


The trust of the study conducted by Abiola and Asiweh (2012) 
was the Nigerian Tax Administration and its capacity to reduce 
tax evasion and generate revenue for development desire of the 
populace. The study made use of 121 online questionnaires 
containing 25 relevant questions. Descriptive statistics were used 
to analyze 93 usable responses. The study found among other 
things that increase tax revenue is a function of effective 
enforcement strategy which is the pure responsibility of tax 
administration. The study found out that Nigeria lacks 
enforcement machineries which include adequate manpower, 


computers and effective postal and communication system. 


Ogbonna and Ebimobowei (2012) examined the impact of tax 
reforms on the economic growth of Nigeria from 1994 to 2009. 
Relevant secondary data were collected from the Central Bank of 
Nigeria (CBN) Statistical Bulletin, Federal Inland Revenue 
Service (FIRS), Office of Accountant General of the Federalism 
and other relevant government agencies. The data collected were 
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analyzed using relevant descriptive statistics and Econometric 
Models as White test, Ramsey Resey test, Breusch Godfrey test, 
Jacque Berra test, Augment Dickey Fully test, Johanson test, and 
Granger Causality test. The results from the various tests show 
that tax reforms are positively and significantly related to 
economic growth. It was recommended that sustainable 
economic growth cannot be attained except obsolete tax laws and 


rates are reviewed in line with macroeconomic objectives. 


Finally, Okafor (2012) explored the impact of income tax revenue 
on the economic growth of Nigeria as provided by the Gross 
Domestic Product (GDP). The ordinary least squares regression 
analysis was adopted to explore the relationship between the 
GDP (the dependent variable) and a set of federal income tax 
revenue heads over the period 1981-2007. A simple hypothesis 
was formulated in the null form which states that there is no 
significant relationship between federally collected tax revenue 
and GDP in Nigeria. The regression result indicated a very 
positive and significant relationship. Suggestions were made as 
to strategies to be adopted to improve the system of tax 


administration to increase tax revenue generation. 


3.0. DISCUSSION 

Tax system in the sub-Saharan Africa with special emphasis on 
Nigeria was the interest of Akintoye and Dada (2013). Various 
causes of tax evasion and tax avoidance were considered with a 
view to finding solutions to evasion; looking at enormous 


importance of taxation in meaningful economic growth and 
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development in all developing economies generally. In addition, 
a feeling of injustice in the application of taxation proceeds in 
terms of benefits to the public is another grouse against different 
tiers of government. The study recommended that policies 
should be progressive rather than regressive to make the rich 
bear more burden that the poor in relation to the proportion of 


income. 


Tax audits and tax investigations are considered to be complex 
and tasking processes, and Bitrus (2014) asserts that tax 
authorities and their consultants must understand the 'rules of 
the game’. Tax payers and their consultants in the same manner 
should understand their civic responsibilities under the law and 
the need to declare their income appropriately. They should be 
ready for further enquiries by the tax man should there be a 
reasonable doubt as to the affairs of the taxpayers' vis-a vis their 
tax returns. 


Audit exercise aims at expressing an opinion as to the true and 
fair view of the financial statement examined. Audit is statutorily 
required where investigation process would only be activated 
when the situation is beclouded. Investigation is tailored towards 
a particular cause of event which could be financial or non- 
financial in nature. There are both local and international 
standards on auditing; there is no convergence of standards on 
investigation. In the same vein, tax audit is considered as 


additional statutory audit (Bitrus, 2014), though it is being 
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carried out by the tax officials from relevant authorities and not 
froma firm of Chartered Accountants. 


4.0. SUMMARY AND CONCLUSION 


From the foreging, it can be established that tax investigation is 
an in-depth investigation processed by a tax authority in order to 
recover tax undercharged in previous years of assessment. It is 
carried out when a taxpayer is suspected of tax evasion, or just by 
random sampling (HMRC Codes of Practice). Investigation does 
not start without a predication of wrong doing. eeVonn (2009) in 
writework.com asserted that tax investigation must be clearly 
separate from Tax Audit. Tax Investigation is an inspection of the 
tax payer's business or individual books, records or document in 
order to ensure the tax payer had reported the correct amount of 
income and tax that need to be paid in accordance with tax laws 
and provisions. Tax investigation will be carried on by surprise 


which also known as back duty case. 


Tax audit and tax investigation in turn serves a major purpose in 
improving the tax generating effort of government in Nigeria 
and supposed revenue that would have been kept by the 
respective tax payer would now get to the government coffer 
through this tax audit and tax investigation exercise. 


It is hereby recommended that all would-be tax auditor and tax 
investigators should be well equipped with tax laws, tax 
accounting and techniques in audit and investigation which will 
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aid them in obtaining admissible evidence. We also found the 
recommendation of Okonkwo (2014) relevant that “the tax 
authorities should rise to the occasion by building capacity of the 
tax inspectors [tax auditors] to tackle rising cases of tax 
avoidance and tax evasion. The low level of tax to the GDP of 
about 7% in Nigeria should give all tax administrators a reason to 
rejig their strategies”. 


5.0. CONTRIBUTION TO KNOWLEDGE 


Many researchers and scholars have researched and written 
articles on the differences and similarities in tax audit and tax 
investigation, audit and investigation (Oremade, 1988; Adeniji, 
2004; Okonkwo, 2014; Bassey, 2013; Abdulrazaq, 2013, 2014, 
2015; Britus, 2013; Oyedokun, 2013, 2014, 2015). Many of these 
articles and researches were either on tax audit and investigation 
or differences between audit, investigation and forensic 
accounting. This study closes the gap by connecting the skills in 
conventional audit, and investigation with tax audit and tax 
investigation. The paper also contributes some fresh literature 


on the overview of tax audit and investigation. 
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CHAPTER ELEVEN 
CREATIVE ACCOUNTING AS A DOUBLE-SIDED COIN 


Abstract 

This paper reviews the concept of creative accounting viz-a-viz 
other related concepts such as aggressive earnings management, 
window dressing. The place of ethics and justification for the 
employment of creative account was also considered. The study 
employed content analysis as research design and finds that it isa 
matter of interpretation and considered view, creative accounting 


is not a bad concept. 


Keywords: Aggressive Earnings, Creative Accounting, Earnings 
Management, Window Dressing, Fraud, Account Manipulation 


1.0 Introduction 

Ethical consideration in creative accounting and aggressive 
earnings by organizations is a concerned issue which requires a 
critical look and with a view of recommending appropriate 
checks. Creative accounting includes situation where some of the 
accounting laid down rules, laws and regulations have been 
manipulated, modified or readjusted so as to produce another 
result other than the initial result if no manipulations are 
involved. There should be fair presentation of financial 
statement by directors to the shareholders and stakeholders as 
some of them might rely on the information therein to make 
certain decisions. Fair presentation means that the financial 


statements should be presented fairly (truly, accurately, detailed 
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and in an understandable format) showing the financial position, 
financial performance and cash flows statement of an entity. Fair 
presentation requires the faithful representation of the effects of 
transactions, other events and conditions in accordance with the 
definitions and recognition criteria for assets, liabilities, income, 


and expenses set out in the standards (Greuning, 2006). 


Application of International Financial Reporting Standard (IFRS) 
and other relevant accounting standards with appropriate 
disclosures lead to fair presentation of the financial statement. 
The International Accounting Standard 8 (IAS 8) which is on 
Accounting Policies, Changes in Accounting Estimates and 
Errors emphasizes on the selection and application of 
appropriate accounting policies so as to reflect the true 
presentation of the financial statements. 


Fair presentation encompasses a range of different figures due to 
the fact that; alternative accounting policies can produce 
different results while application of accounting in accordance 
with IAS 8 is often based on estimates and judgments. A 
comprehensive basis of accounting comprises a set of criteria 
used in preparing the financial statements which applies to all 
material items and which has a substantial support. Financial 
statements that are not prepared to meet common information 
needs of a wide range of users may be prepared to meet the 
financial information needs of specific users and as such the 
different basis of accounting should be well defined since the 
information needs of users will determine the applicable 
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financial reporting frame work (ICAN-NSA32, 2008) 


Thus, creative accounting will ordinarily produce different 
financial results especially when applying different policies like 
different depreciation rates, different income recognition 
approach and using various operational techniques and methods 
by different organizations. Nobes and Parker (2010) observed 
that differences in accounting practice which include difference 
in culture, legal system, tax system, mode of financing, 
presentation and reporting format often result in significant 
differences in the reported incomes and other financial 


statement items. 


International Federation of Accountants' Codes of Ethics for 
Professional Accountants states that “A professional accountant 
is required to comply with the following fundamental principles; 
integrity, objectivity, Professional Competence and Due Care, 
Confidentiality and professional behaviour during the course of 
discharging his duties”. This study is, therefore, to explore the 
two sides of creative accounting, that is, the good and the bad 
side. In the words of Diana and Madalina (n.d), manipulation of 
financial information which is called by several terms such as 
earnings management, income smoothing, creative accounting 
practices, aggressive accounting or account manipulation 
prevents the allocation of resources in the most efficient areas in 
the economy. Creative accounting is not a new technique, but it 
can be seen as a costly one. Businesses feel the pressure to appear 
profitable in order to attract investors and resources, but 
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deceptive or fraudulent accounting practices often conducted to 
drastic consequences (Diana and Madalina, n.d). 


1.2. Objective of the study 

Objective of this study is to review the concept of creative 
accounting with respect to financial reporting and financial 
statement. The study aims at bringing out the two sides of 
creative account as it is been practiced. Ethical issue relating to 
creative accounting is also explored. 


1.3. Methodology 

Content analysis is adopted as research methodology for this 
work. This analysis is a scholarly methodology usually applied 
in the social sciences for the study of the content of 
communication. It involves the study of recorded human 
communications, such as books, journals, financial reporting 


standards, lecture notes, websites, paintings and relevant laws. 


2.0. REVIEW OF LITERATURE 

2.1. Conceptual Review 

The line between aggressive accounting and fraudulent 
accounting can be finer than many readers of this article may like 
to believe. It is well-recognised in the finance profession that 
preparing financial statements involves exercising judgment and 
the use of assumptions; meaning that the financial statements 
produced may show different results than if they had been 
prepared for the same entity, for the same period, but by another 
equally qualified professional. Both financial statements can still 
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meet the overriding requirement of presenting a true and fair 
view. This flexibility can create opportunities for so-called 
‘earnings management’, where the discretion offered to 
management is utilized to influence the reported results. Some 
argue that many large companies legally engage in earnings 
management, perhaps to meet analysts’ expectations, despite the 
practice coming under increasing scrutiny from auditors, 


authorities and investors. 


2.2 Theoretical Framework 

2.2.1 Agency Theory 

Agency theory offers a theoretical perspective for the study of 
creative accounting and earnings management. It presents a 
manager as an agent of the company while the 
employer/company is the principal and there is a contractual 
relationship between them. Gailmard (2012) observed that the 
Principal-agent theory encapsulates a tradition of rational choice 
modeling, in which some actors, the principals use whatever 
actions that are available, to provide incentives for some other 
actors (agents) to make decisions that the principal most prefers. 
Principal-agent theory focuses on the responsiveness of the 
agents’ decisions to the principal's goals, and how this 
responsiveness is intervened by actions available to other party 
as well as institutional settings in which they operate. 


According to Miller (2005), principal-agency theory dealt with 
the relationship between the principal and the agent. The author 
pointed that in congressional oversight of the bureaucracy, 
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increasing emphasis has been placed on negotiation of 
administrative procedures, rather than the imposition of 
outcome-based incentives on the part of the agent. It was also 
noted that the problem of credible commitment has impelled 
more dramatic reformulations in organizations in which agents 
perform their functions only when their interests conflict with 
those of the principal, and they are guaranteed some degree of 
autonomy. This tends to make one to think formally about power 
as one of the incentives to induce actions in the interests of the 
principal. 


2.2.2 The Market Theory of Corporate Governance 
Akintoye (2010) asserted that the market theory of corporate 
governance upholds that it does not really matter whether 
managers see themselves as stewards or agents, because 
shareholders will simply sell in the market the stocks and shares 
of those companies whose directors are not generating adequate 
returns for their investment. More so, to the extent that this 
theory was genuinely held, it was fatally undermined by the 
corporate scandals at the turn of the century where shareholders 
in a company (including many of its employees) were unable to 
sell their shares (many of which were held in pension plans) once 
it became clear that the company's governance was wholly 
inadequate. 


2.2.3 Stakeholder Theory 
According to Nwachukwu, Ogundiwin & Nwobia (2015) 
stakeholder is more encompassing than the shareholders. 
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Stakeholders include the categories of people, organizations, 
communities or users of financial statements who have at least 
one influence, stake or impact on the entity's operations. The 
stakeholders include the shareholders (stockholders), suppliers, 
government, customers, competitors, local communities, 
employees among others. The stakeholder theory goes beyond 
relationship between shareholders and managers. In the 
preparation and presentation of financial statement, the 
directors and managers must take a good cognizance of the 
stakeholders as they are concerned or affected by the company's 
operations. The relevance of this theory to the discussion is 
because the stakeholders are among the users of the financial 
statement and their concern in giving them an accounting 
statement with fair presentation for them to make a rightful 


financial decision is very important. 


3.0 DISCUSSIONS 

3.1. Creative accounting and aggressive earning 
management 

Companies ventured into business or operations to make profits 
and achieve their other organizational aims and objectives. 
However, an attempt by most organizations to make profit or to 
record gains at all cost whether through legal means or not had 
taken various dimensions which have a lot of negative effects not 
only on financial statements reporting but also on moral values. 
Different sectors had carved out various means of perpetrating 
this act which later boomeranged for them since what goes up 
comes down as it happened in the cases of some companies like 
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Enron, WorldCom, Oceanic Bank Plc, Intercontinental Bank Plc 
among others. 


Most organizations result into manipulation and presentation of 
false financial statement that depict wrong reports of their 
operations in order to gain an undue financial and non- financial 
advantages, to penetrate the market, to mislead the investors, to 
render useless the existing laws and policies among other vices. 


Every profession has its peculiar means of smoothing, fine- 
tuning or manipulating its operations one way or the other. 
Thus, in accounting profession, there is creative accounting 
where the operation of accounting practices ordinarily followed 
a laid down rules, laws and regulations, but now deviate from 
what those standards intend to accomplish. Creative accounting 
includes the use of aggressive or other questionable accounting 
techniques in producing the financial result which only suits the 
purpose of the preparer. 


More so, management of some organizations engages in the use 
various forms of creative accounting to manipulate the intent of 
the financial statements even though while complying with all 
applicable accounting standards and regulations. Creative 
accounting is not necessarily illegal but the practice might cross 
the line into fraudulent reporting (ICAN-CR, 2014). 


The following are some of the Creative accounting techniques: 
Window dressing: This depicts a situation where an entity 
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enters into a transaction during a particular financial year and 
reverses such transaction immediately after the year end. The 
main motive for doing this is to artificially improve profitability 
and liquidity in the financial statements. 


Changes to accounting policies or accounting estimates: This 
is when an entity revalues assets especially by changing from the 
cost model to the revaluation model in order to improve the 
gearing position or changes the assets depreciation approaches 
so as to improve the profits artificially. 


Capitalising expenses: This is process of recognising ‘assets' 
which do not meet the definition in the IASB Conceptual 
Framework or the recognition criteria. These are mostly 
included in human resources, advertising expenditure and 


internally generated brand names. 


Profit smoothing: This is the process of manipulating reported 
profits by recognising some artificial assets or liabilities and 
releasing them to profit or loss as required 


Off balance sheet finance: transactions are deliberately 
arranged so as to enable an entity to keep significant assets and 
particularly the liabilities out of the statement of financial 
position (‘off balance sheet’). This improves gearing and return 
on capital employed. Examples include sale and repurchase 


agreements and some forms of leasing 
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Aggressive earnings management: artificially improving the 
earnings and profits by recognising sales revenue before it has 


been earned. 


Furthermore, Iyoha (2014) emphasized on the concept of 
Integrated Reporting (IR) which is all about better reporting that 
creates a complete and accurate picture of the company which 
may not necessarily give more detail but greater insight into the 
strategy, risks and value creation of a company. Integrated 
Reporting (IP) improves the quality of information, promotes a 
more cohesive and efficient approach to corporate reporting and 
enhance accountability and stewardship for the broad base of 
capitals. 


3.2. Aggressive earnings management 

3.2.1. Earnings Management 

Earnings management is a type of creative accounting where an 
attempt is made by management so as to influence or manipulate 
reported earnings by using specific accounting methods or 
changing the methods previously used. Earnings management 
techniques include deferring or accelerating expense or revenue 
transactions, or using other methods designed to influence 


short-term earnings. 


3.2.2. Aggressive Earnings Management 
Aggressive earnings management is a manipulated means of 
misleading the stakeholders especially about an entity's 
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performance and profitability. Companies could use employ 
various ugly means to achieve their aims. According to Sanusi 
(2010) some banks normally engage in manipulation of their 
books by colluding with other banks to artificially enhance 
financial positions and therefore stock prices, practices such as 
converting non-performing loans into commercial papers and 
bank acceptances and setting up off-balance sheet special 
purpose techniques so as to hide their losses. This showed extent 
to which some banks could go on creative accounting and 
aggressive earnings. Although, the Central Bank of Nigeria 
(CBN) had put in place various stringent measures in order to 
put an end to this menace and other related practices in the 
banking industry. 


More so, unfair presentation of financial statement by banks 
about their operations on a highly selective basis and investors 
were unable to make informed decisions on the quality of bank 
earnings, the strength of their balance sheets or the risks in their 
businesses. Without accurate information, investors made ill- 


advised decisions regarding their investments. 


Aggressive earnings management involves various acts that may 


constitute a criminal offence. 


It is pertinent to make mention here of 'commercial pressures’. 
This is where the strength of a regulatory framework may be 
undermined by various commercial pressures by those that are 
responsible for preparing the financial statements. Commercial 
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pressures include: 

1. Adverse market reactions to the share price of a listed 
company when the results fail to meet the market's 
expectations ; 

2. Directors and management's incomes being highly 
geared to results and are heavily supplemented by stock 
option;. 

3. The importance of meeting targets to ensure protection 
of the jobs of directors, management and other 
employees; 

4. The desire to understate profits to reduce taxation 
liabilities and other obligations that are dependent of 
returns; 

5. Legal and regulatory requirements to meet specific 
financial thresholds or ratios; 

6. The need to ensure compliance with loan covenants or to 
pacify bankers. 


Aggressive earnings management means to artificially adjust 
earnings and profits by recognising sales revenue or other 
incomes before they are earned (ICAN-FR, 2014). 

Aggressive Earnings management includes the following 


3.2.3. Reducing the current year profit 

Creative accountants do not always work to increase profit. 
Sometimes they want to decrease the current year profit. The 
reason for this is that it might allow them to increase profits in 
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the future. For example, if an asset is written off this year but 
used in the future, there will be no future expense to set against 
the future revenue. Similarly, if a liability were to be set up this 
year, it would reduce profit. If the liability was found to be 
unnecessary in the future, it could be reversed back to the 
statement of profit or loss. 


3.2.4. Big bath accounting 

This refers to recognising all the bad news in one year so that 
later years can look stronger. If acompany expects disappointing 
results it might decide to make them even worse by writing down 
assets and recognising liabilities. In future years, the assets could 
be used without any corresponding cost and a decision made that 
the liabilities are no longer required. They would then be 
reversed through the statement of profit or loss. 


It is worthy of note that IFRS of course made some rules and 
standards to prevent or limit such abuses and infractions. IAS 37: 
Provisions, contingent liabilities and contingencies. Before the 
publication of IAS 37, the absence of accounting rules for 
provisions allowed entities to ‘manipulate’ their financial 
statements, especially their reported profit or loss in each year, 
by making provisions, increasing provisions or reducing 


provisions to suit management's reporting requirements. 


Companies made provisions simply based on 'management 
intent’ and used the argument of prudence to support their 


accounting treatment of provisions. Creating a provision would 
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reduce profit in the current year. However, by creating a 
provision for expenses that would otherwise be charged in future 
years and the company would be able to improve reported profits 
in future years. 


In some cases, management would 'change their mind' about the 
intention that had led to the creation of the provision, and the 
provision would be ‘released back' to increase profit in a 
subsequent year. Provisions might contain a mixture of items 
such as provisions for future reorganization costs, redundancy 
costs, closure costs, warranty claims and staff re-training costs. It 
was apparent that companies were exploiting the absence of 
rules and using provisions to move profit from one year to the 
next. Alternatively, provisions might be created in a year of poor 
performance so as to report the bad news in the current year so 
that future profits could be made to seem much better. 


3.3. Auditors responsibility 

The fall out in the aggressive earnings management includes 
situations where company engages some aggressive managers 
who are ready and willing to argue with auditors so that they 
succeed in their plans to keep costs as low as possible, more so 
there will be high risk of continuing disputes over audit fees. 


The entity's external auditor is expected to form an opinion on 
the financial statements prepared by the directors. International 
Standards on Auditing (ISA) 540 which is 'Auditing accounting 


estimates, including fair value accounting estimates and related 
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disclosures’ requires auditors to obtain sufficient and 
appropriate audit evidence as to whether: accounting estimates 
(whether recognized or disclosed in the financial statements) are 
reasonable, and whether the related disclosures are adequate. 
This may be necessary because of the number of major corporate 
scandals in recent years about ‘aggressive earnings 


management). 


ISA 540 has been revised and redrafted in accordance with the 
IASB's clarity project which introduced the requirements for 
greater rigour and scepticism in the audit of accounting 
estimates. It encompasses a risk based approach, focusing on 
those estimates that have high estimation uncertainty. 


More so, the ISA 540 gives the following examples of accounting 


estimates. 


Allowance for doubtful accounts 


m 


Inventory obsolescence 
Warranty obligations 
Depreciation method or asset useful life 


Costs arising from litigation settlements and judgments 


Ge oe Ge” 


Provision against the carrying amount of an investment 
where there is uncertainty regarding its recoverability 


7. Outcome oflong-term contracts 


Additional examples of situations where fair value accounting 
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estimates may be required include: Complex financial 
instruments, which are not traded in an active and open market 
share-based payments, property or equipment held for disposal, 
certain assets or liabilities acquired in a business combination, 
including goodwill and intangible assets, transactions involving 


the exchange of assets or liabilities among others. 


Audit evidence relating to such estimates is often of relatively 
poor quality, because of the nature of the items involved. This 
means that the auditor will require a higher volume of this lower 
quality evidence, particularly where the estimated item may be 
material or the audit risk is relatively high. 


3-44 Ethicalissues 

Ethics is the general term for attempts to state or determine what 
is good, both for the individual and the society as a whole. Ethics, 
as a branch of philosophy, tries to address moral issues. 
Accounting ethics is a subspecies or sub-set of business ethics 
(ICAN-FRE, 2009). All disciplines or professions have their 
moral codes of conduct, rules and standards of behaviour. 


In view of the moral obligation of social responsibilities of 
companies, major organisations now demand business ethics 
consultants and indeed set up ethics committees in the quest for 
“acting decently while pursuing their economic objectives. 


As part of the aggressive earnings approach, there are situations 
where corporate prostitutions among young ladies in banks 
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were encouraged in the name of marketing and deposit 
mobilization (Soludo, 2004). In real sense, there exists moral 
decadence and loss of cultural heritage while attempting to make 
profit at all cost by organizations. Although, all these unethical 
behaviours had been checked gradually the Central Bank of 
Nigeria (CBN) so as to sanitize the banking sector. 


More so, some of the directors and managers of entities could 
throw ethical code of conduct and integrity into the wind in order 
to have their ways, even some of them are ready to swear a false 
court affidavit in the process of manipulation of records. 


4.0. POSITIVE SIDE OF CREATIVE ACCOUNTING 

Senogles and Glowka (2013) opined that the use of aggressive 
accounting techniques is not necessarily fraudulent. However, it 
may be the start of a slippery slope, where legitimate earnings 
management descends into earnings manipulation or fraudulent 
accounting - the slippery slope has been described as 'playing the 
system’, then 'beating the system’, and ultimately 'going outside 
the system'. The classic 'fraud triangle’ requires each of the 
following circumstances to prevail: (i) motivation/pressure; (ii) 
opportunity and (iii) rationalisation of actions. Revenue can be 
surprisingly susceptible to manipulation. 


Employing methods that take advantage of timing differences, 
mostly resulting in premature revenue recognition, is relatively 
straightforward. However, with cut-off testing procedures 
firmly on every decent auditor's work plan, more sophisticated 
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methods have been developed. 

According to Senogles and Glowka (2013) a scheme termed 
‘channel stuffing’, where a company ships product in excess of a 
customer's requirements towards the end of an accounting 
period in order to inflate revenues, became particularly 
controversial in the late 1990s and early 2000s. Often, the 
customer will be enticed to transact by a variety of incentives, 
such as discounted prices or extended payment terms. Regular 
use of such tactics may not be commercially wise - as customers 
can take advantage by delaying placing orders in the knowledge 
that more favourable terms will become available near the 
supplier's period-end - but can nevertheless be legitimate from a 
legal and accounting perspective. Whilst authorities on both 
sides of the Atlantic have challenged the legitimacy of revenue 
recognised in these circumstances, they have experienced 
varying degrees of success in pursuing senior management 


involved. 


Such arrangements become even more questionable when 
accompanied by other, often undisclosed, conditions agreed with 
the customer. Take for instance, the case of an Eastern European 
company which managed to generate 25 percent of its annual 
revenue by holding a ‘special sales promotion’ towards the year- 
end, enticing customers with extended credit terms. A closer 
inspection of the accounting records for the following year found 
that the vast majority of the products were in fact soon returned 
to the company. 
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Worse still, those subsequent transactions were not recorded as 
returns, reducing revenue in the following year, but were instead 
recorded as purchases of finished goods. Further, in the case of 
one particular customer, the side-arrangements even included 
compensation for warehousing costs incurred by the customer in 
storing the goods until returned. This sounded the alarm for 
potentially fraudulent activity. 


Similarly, a company sells an asset or commodity and at the same 
time agrees to buy back the same asset in the future for the same 
or similar price. This is known as 'round-tripping' and featured 
in many of the biggest accounting scandals of the early 2000s in 
energy and telecom companies (Senogles and Glowka, 2013). 


Diana and Madalina (n.d) stated that one of the creative 
accounting aims is represented by the income smoothing 
technique. This consists in deliberate using of accounting policies 
aimed to report a net income series with a low fluctuation within 
over a period in order to avoid the fairly report to the 
shareholders. This way, the management pursues to reduce the 


net income's fluctuations from one period to another. 


The multitude of methods used by creative accounting and 
engineering differ with the substance. Recently the creative 
accounting was associated with fraud in accountancy and the 


accounts' lifting as amethod in fraud's waiting room. 


Even if both the creative accounting phenomenon and 
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accounting fraud appear in companies with financial difficulties 
and are aimed to misreport, there has to make a difference 
between them: creative accounting represents the manipulation 
of the accounts according to accounting regulation and the law, 
while the techniques that break the law are considered 
accounting fraud. Therefore, we can conclude that the company 
using the creative accounting, benefit from the legislative niches 
and the flexibility of regulation in order to misreport the financial 
statements. 

Consequently, even if the creative accounting use is not an illegal 
practice, it is clear, that managers in financial difficulties, are 
looking for solutions, Notwithstanding they are unethical. 
Otherwise, the half truth and the lie can be suspected as fraud 
(Diana and Madalina, n.d). 


5.0 DISCLOSURE REQUIREMENTS 

According to International Accounting Standard 1 (IAS 1) on 
Presentation of Financial Statements, entities are encouraged to 
furnish other related financial and nonfinancial information in 
addition to the financial statements. Fair presentation of 
financial statement is very important as disclosure does not 
really rectify the inappropriate accounting treatments. However, 
the following must be disclosed as mentioned thereafter. There is 
need for the identification and period to which the financial 
statements relate which should include: 


1. Financial statements should be clearly distinguished 


from other information. 
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Each component should be clearly identified. 


The following should be prominently displayed: 


1, Name of reporting entity; 

ii. Own statements distinct from group statements; 
iii. Reporting date or period; 

iv. Reporting currency; 

v. Level of precision. 


More so, the capital disclosures in the financial statement 


encompass the following: 


Cort goy 


11. 


The entity's objectives, policies, and processes for 
managing capital; 

Quantitative data about what the entity regards as 
capital; 

Whether the entity complies with any capital (adequacy) 
requirements; 

Consequences of noncompliance with capital 
requirements where applicable; 

For each class of share capital; 

Number of shares authorized; 

Number of shares issued and fully paid; 

Number of shares issued and not fully paid; 


The Par value per share, or that it has no par value; 


. Reconciliation of shares at beginning and at the end of 


year; 


Rights, preferences, and restrictions attached to that 
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class; 
12. Shares in the entity held by entity, subsidiaries, or 
associates; 


13. Reserved for issue under options and sales contracts. 


IAS 37 had also included rules which try to prevent situations like 
this from happening. It prohibits the recognition of a 
restructuring provision until that point in time where the 
company has no realistic alternative but to proceed with the 
restructuring. However, IAS 37 is a standard that requires use of 
estimates and re-measurement of the provisions at each 
reporting date. There is still potential to use provisions to 
transfer profit from one period to the next. 


6.0 SUMMARY AND CONCLUSION 

Accounts manipulation represents the use of management's 
discretion to make accounting choices or to design transactions 
so as to affect the possibilities of wealth transfer between the 
company and society (political costs), funds providers (cost of 
capital) or managers (compensation plans). In the first two 
cases, the firm benefits from the wealth transfer. In the third, 
managers are acting against the firm. Figure 1 summarizes the 


principles of accounts manipulation. 


The accounts manipulation has a direct influence in modification 
of the apparent performance (as measured, for example, by the 
earnings per share) and/or a modification of the company's 
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financial structure. 


The motives of most of the business owners are: profit 
maximization and wealth maximization. However, in an attempt 
to maximize profit and wealth, there should be fair presentation 
of the financial reports that will reflect the true position of the 
company's affairs and which will not mislead the stakeholders in 


taking appropriate financial and investment decisions. 


In conclusion, it is worthy of mention that each time the directors 
of companies apply various creative accounting methods to 
inflate their profits; they have equally caused more serious 
problems to the company which include: over payment of 
company taxes and rates since the corporation taxes are 
dependent on company annual returns, declaration of false 
dividends to shareholders and lastly misleading other 
stakeholders which equally had its attendant risks and litigation. 


Finally, the emergence of IFRS, its adoption and implementation 
across the globe and other accounting rules and regulations had 
facilitated the harmonization of accounting reporting and 
presentation of financial statements which make the accounting 
statements to be globally acceptable and comparable. This 
equally helps in facilitating the international transactions, 
minimizing exchange risk; standardization of information to 


world-wide economic policy-makers and investors. 
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There is still a need for a uniform mechanism in place so as to 
monitor the compliance and enforcement of application of these 
standards in reporting financial statement in order to curb the 
grave effect of material misstatement in the presentation. This 
study, therefore, submits that creative accounting practices are 
not always a bad thing and they can be justified, manipulation is 
not always fraud. It is a matter of interpretation (Diana and 
Madalina, n.d). 
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CHAPTER TWELVE 
ENTERPRISE RISK MANAGEMENT 


1.0. Introduction 

Enterprise Risk Management is a relatively new term that is 
quickly becoming viewed as the ultimate approach to risk 
management. Consultants are advertising their ability to 
perform enterprise risk management. Auditors are examining 
how to incorporate enterprise risk management approaches into 
company audits. Presentations are being made on this topic at 
many actuarial, risk management and other insurance meetings. 
Seminars devoted to this topic are being conducted to explain the 
process, provide examples of applications and discuss advances 
in the field. Papers on enterprise risk management are 
beginning to appear in journals and books on the topic are 
starting to be published. Some universities are even starting to 
offer courses titled enterprise risk management. It appears that 
anew field of risk management is opening up, one requiring new 
and specialized expertise, one that will make other forms of risk 
management incomplete and less attractive. This paper will 
explain what enterprise risk management is, why it has 
developed so quickly, how it differs from traditional risk 
management, what new skills are involved in this process and 
what advantages and opportunities this approach offers 
compared to prior techniques. 


1.2. Definition of Enterprise Risk Management 


Enterprise risk managementis, in essence, the latest name for an 
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overall risk management approach to business risks. Precursors 
to this term include corporate risk management, business risk 
management, holistic risk management, strategic risk 
management and integrated risk management. Although each 
of these terms has a slightly different focus, in part fostered by 
the risk elements that were of primary concern to organizations 
when each term first emerged, the general concepts are quite 
similar. According to the Casualty Actuarial Society (CAS), 


enterprise risk management is defined as: 


"The process by which organizations in all 
industries assess, control, exploit, finance and 
monitor risks from all sources for the purpose of 
increasing the organization's short and long-term 
value to its stakeholders." 


The CAS then proceeds to enumerate the types of risk subject to 
enterprise risk management as hazard, financial, operational 
and strategic. Hazard risks are those risks that have traditionally 
been addressed by insurers, including fire, theft, windstorm, 
liability, business interruption, pollution, health and pensions. 
Financial risks cover potential losses due to changes in financial 
markets, including interest rates, foreign exchange rates, 
commodity prices, liquidity risks and credit risk. Operational 
risks cover a wide variety of situations, including customer 
satisfaction, product development, product failure, trademark 
protection, corporate leadership, information technology, 
management fraud and information risk. Strategic risks include 
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such factors as completion, customer preferences, technological 
innovation and regulatory or political impediments. Although 
there can be disagreement over which category would apply to a 
specific instance, the primary point is that enterprise risk 


management considers all types of risk an organization faces. 


A common thread of enterprise risk management is that the 
overall risks of the organization are managed in aggregate, 
rather than independently. Risk is also viewed as a potential 
profit opportunity, rather than as something simply to be 
minimized or eliminated. The level of decision making under 
enterprise risk management is also shifted, from the insurance 
risk manager, who would generally seek to control risk, to the 
chief executive officer, or board of directors, who would be 
willing to embrace profitable risk opportunities (Kawamoto, 
2001). 


Basically, though, enterprise risk management simply 
represents a return to the original roots of risk management, a 
field that was first developed in the 1950s by a group of 
innovative insurance professors. The first risk management 
text, presciently titled Risk Management and the Business 
Enterprise, was published in 1963, after six years of 
development, by Robert I. Mehr and Bob Hedges. As initially 
introduced in this text, the objective of risk management is, "to 
maximize the productive efficiency of the enterprise." The basic 
premise of this text was that risks should be managed in a 


comprehensive manner, and not simply insured. 
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The initial focus of risk management was on what is now termed 


hazard risk. 


This specialty area developed its own terminology and 
techniques for addressing risk. Financial risks began to be 
addressed much later, and by a separate business segment of 
most organizations. This field also developed its own 
terminology and techniques for addressing risk, independently 
of those used in traditional risk management. Each specialty 
area also developed different methods for reporting the risks the 
organization faced within each area. Since the hazard risk 
manager and the financial risk manager both generally reported 
to acommon position frequently, the treasurer or chief financial 
officer of the firm may employ the different and separate 
approaches to dealing with risk created a problem. Potentially, 
each area could be expending resources to deal with a risk that, in 
aggregate, would cancel out within the firm. Also, the tolerance 
for risk applied in each area could be vastly different between 
hazard risks and financial risks. These discrepancies provided 
the impetus for developing a common terminology and common 
techniques for dealing with risk. In addition, this common 
approach could then be applied to other risks, such as 
operational and strategic risks, that could adversely affect the 
organization. This common approach to dealing with all risks 
that a firm face is the heart of enterprise risk management, and 
represents an encompassing application of Mehr and Hedges 
objective," to maximize the productive efficiency of the 


enterprise." 
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2.0. Historical Development 

Risk management has been practiced for thousands of years. 
One can imagine a proto-risk manager burning a fire at night to 
keep wild animals away. Early lenders must have quickly 
learned to reduce the risk of loan defaults by limiting the amount 
loaned to any one individual and by restricting loans to those 
considered most likely to repay them. Individuals and firms 
could manage the risk of fire through the choice of building 
materials and safety practices, or after the introduction of fire 
insurance in 1667, by shifting it to aninsurer. However, it wasn't 
until the 1960s that the field was formally named, principles 
developed and guidelines established. Robert Mehr and Bob 
Hedges, widely acclaimed as the fathers of risk management, 
enumerated the following steps for the risk management 


process: 

1. Identifying loss exposures 

2. Measuring loss exposures 

3. Evaluating the different methods for handling risk 


a Risk assumption 

b Risktransfer 

c Risk reduction 
4. Selecting a method 


5. Monitoring results 


Initially, the risk management process focused on what has been 
termed "pure risks." Pure risks are those in which there is either 
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a loss or no loss. Either something bad happens, or it doesn't. 
The states of possible outcomes in a pure risk situation do not 
allow for any outcome more favorable than the current position. 
A typical example of a pure risk is owning a house. Your house 
may burn down, be hit by an earthquake or be infested by insects. 
If none of these, or other, unfavorable developments occur, then 
you are in the no loss position. This is no better than where you 
started, but no worse either. 


The other classification of risk is "speculative risk." In a 
speculative risk, there is the possibility of a gain. For example, 
investing in the stock market generates the possibility of a loss 
(the stock could go down in value), the possibility that the value 
would not change (the stock price remains where you bought it), 
and the possibility of a gain (the stock price could increase). 


Traditional risk management has focused on pure risks for 
several reasons. First, the field of risk management was 
developed by individuals who taught or worked in the insurance 
field, so the focus was on risks that insurers would be willing to 
write. In fact, some risk managers job duties are limited to 
buying insurance, an unfortunate limitation since many other 
options are readily available and should be explored. Another 
reason for the focus on pure risks is that in many cases these 
represented the most serious short-term threats to the financial 
position of an organization at the time this field was founded. A 
fire could quickly put a firm out of business. Efforts to reduce the 
likelihood of a fire occurring, or to minimize the damage a fire 
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would cause, or to establish a contingency plan to keep the 
business going in the event of a fire, or to purchase an insurance 
policy to compensate the owners for the damages caused by a 
fire, were easily seen to be beneficial to the firm. Finally, there 
were simply not a lot of reasons or options for dealing with 
financial risks such as interest rate changes, foreign exchange 
rate movements or equity market fluctuations, when this field 
was first developing. 


At the time the field of risk management first emerged, interest 
rates were stable, foreign exchange rates were intentionally 
maintained within narrow bands and inflation was not yet a 
concern to most corporations. Thus, financial risks were not a 
major issue for most businesses. Indeed, the field of finance was 
primarily institutional at the time. Although Markowitz had 
proposed portfolio theory (Markowitz, 1952), the Capital Asset 
Pricing Model had not yet been developed. The mathematics for 
quantifying financial risk were not sufficient to put these risks in 
the same framework as most pure risks. The primary risks of the 
time were hazard risks: the risk of fire, windstorm or other 
property damage, or liability. Environmental risks had not yet 
developed into significant losses. Pensions were, at this point, 
neither guaranteed nor regulated. 


Given the primary risks facing businesses were hazard risks, the 
initial focus of risk management was on these types of risks. 
Risks were quantified, the evaluation of different methods of 
dealing with risk was advanced and standardized, and an 
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extensive terminology for managing risk was developed. Such 
terms as maximum possible loss (the largest loss that could 
occur) and maximum probable loss (the largest loss that is likely 
to occur) were introduced to help define risk exposure. 
Probability and statistical analysis were used to estimate the 
range of likely losses and the effect of adopting steps to mitigate 
these risks. 


Risk managers did their job quite effectively. Firms almost 
universally handled their hazard risk in an appropriate manner. 
When they didn't, such as the MGM Grand Hotel that found it 
was not adequately insured for liability coverage after a major 
fire, new methods of handling risk, in this case retroactive 
insurance, were developed (Smith and Witt, 1985). Rarely did 
companies face financial ruin as a result of failure to manage 


their hazard risks effectively. 


Beginning in the 1970s, financial risk became an important 
source of uncertainty for firms and, shortly thereafter, tools for 
handling financial risk were developed. These new tools allowed 
financial risks to be managed in a similar fashion to the ways that 
pure risks had been managed for decades. In 1972, the major 
developed countries ended the Bretton Woods agreement which 
had kept exchange rates stable for three decades. The result of 
ending the Bretton Woods agreement was to introduce 
instability in exchange rates. As foreign exchange rates varied, 
the balance sheets and operating results of corporations 
engaging in international trade began to fluctuate. This 
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instability affected the performance of many firms. Also during 
the 1970s, oil prices began to rise as the Organization of 
Petroleum Exporting Countries (OPEC) developed agreements 
to reduce production to raise prices. Later in the same decade, a 
policy shift by the U. S. Federal Reserve to focus on fighting 
inflation (a result of oil price increases) instead of stabilizing 
interest rates led to a rapid rise, and increasing volatility, of 
interest rates in the United States, and had a spillover effect in 
other nations as well. Thus, volatility in foreign exchange rates, 
prices and interest rates caused financial risk to become an 


important concern for institutions. 


Although financial risk had become a major concern for 
institutions by the early 1980s, organizations did not begin to 
apply the standard risk management tools and techniques to this 
area. The reasons for this failure were based on the artificial 
categorization of risk into pure risk and speculative risk (D'Arcy, 
1999). Since fixed income assets, investments denominated in 
foreign currency and operating results that were affected by 
inflation or foreign exchange rates all had the possibility of a 
gain, they represented speculative risk. Risk managers had built 
a wall around their specialty, called pure risk, within which they 
operated. When a new risk area emerged, they did not expand to 
incorporate it into their domain. To do so would have required 
learning about financial instruments and moving away from the 
type of risks commonly covered by insurance. This would have 
been a bold move, but one that the innovative thinkers who 
developed risk management would have espoused. This failure 
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was costly to organizations, and to the risk management field. 
With the emergence of enterprise risk management, traditional 
risk managers will be pushed into a wider arena of risk analysis, 
one that incorporates financial risk management and other 
forms of risk analysis. Thus, the refusal to expand into financial 
risks did not prevent risk managers from having to learn about 
financial risk management, it simply delayed it by a few decades. 


3.0. A Primer in Financial Risk Management 

The basic tools of financial risk management are forwards, 
futures, swaps and options (Smithson, 1998). These contracts 
are all termed derivatives, since their values are derived from 
some other instrument's value. Forwards are contracts entered 
into today in which the exchange will take place at some future 
date. The terms of the contract, the price, the date and the 
specific characteristics of the underlying asset, are all determined 
when the contract is established, but no money changes hands 
when the contract is initiated. At the specified date, each party is 
obligated to consummate the transaction. Since each forward 
contract is individually negotiated between the two parties, there 
is considerable flexibility regarding the terms of the contract. 
However, since forwards are contracts between the two parties, 
the risk of failure to perform exists, in the same manner that 
credit risk is a factor in any loan. In financial markets, this risk is 
termed counterparty risk. Also, since the contracts are 
specialized agreements between two parties, the contract is not 
liquid and can be very hard to terminate prior to the specified 
date if conditions were to change for one or both of the parties. 
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Futures contracts were developed to address the credit risk and 
liquidity concerns of forward contracts. Similar to forwards, 
futures are entered into today for an exchange that will take place 
at some future date. The terms of the contract are determined 
when the contract is entered into and no money changes hands 
when the contract is initiated. However, there are several 
significant differences between forward and futures. First, a 
clearinghouse (a firm that guarantees the performance of the 
parties in an exchange-traded derivatives transaction - Hull, 
2000) serves as an intermediary to the contract. Each party is 
contracting with the clearinghouse, not with the other party. 
Thus, the risk of nonperformance is significantly reduced. Next, 
in order to reduce the risk of default, several financial 
requirements are introduced. Each party must post collateral, 
termed margin, with its broker. The amount of the margin that 
must be posted initially is determined for each futures contract 
(initial margin). Also, each day futures contracts are "marked- 
to-market" with cash payments flowing from one party to the 
other based on changes in the value of the futures contract. 
Thus, if the price of a futures contract increases by $500, then the 
party that is short the contract (has sold the asset) pays $500 to 
the party that is long the contract (has bought the asset). These 
funds come out of, and flow into, the respective margin accounts. 
If the margin account falls below a predetermined value 
(maintenance margin), then a deposit must be made into the 
margin account to restore it to the initial margin level. Swaps are 


agreements between two parties to exchange a series of cash 
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flows based on a predetermined arrangement. Early swaps were 
based on exchanging a series of payments based on different 
currencies. For example, one company would pay a 
predetermined sum in Korean won and the other party would 
pay in US dollars each quarter for several years. Often the value 
of the exchanges would be netted (the respective values of each 
payment would be determined, and one party would pay the 
counterparty the difference in values). The most common swap 
today is an interest rate swap in which one party pays a fixed 
interest rate and the other pays a floating interest rate based on a 
set index such as the London Interbank Offer Rate (LIBOR). 
However, swaps can also be based on commodity prices or equity 
values. Similar to forwards and futures, swaps do not involve a 


payment by either party when the transaction is initiated. 


The final basic tool of financial risk managementis an option. An 
option provides the right, but not the obligation, to engage in a 
financial transaction at a predetermined price in the future. The 
owner of the option has the choice about consummating the 
transaction. The seller of the option is required to fulfill the 
contract if the buyer chooses. Since an option represents one 
sided risk, there is an initial cost to purchasing an option, which 
is termed the option premium. Options can be based on equities, 
bonds, interest rates, commodities, foreign exchange rates, or 
any other financial variable. A call option provides the right to 
buy the underlying asset at the predetermined price; a put option 
provides the right to sell the underlying asset. Although all 
options have these general characteristics, many specialized 
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forms of options have been generated to produce a wide variety 
of different payoffs. 


2.1. Introduction of Financial Risk Management 

Forwards, futures and options had all been traded based on non- 
financial assets long before they were adapted to deal with 
financial risk. Swaps were not introduced until 1981, when the 
first currency swap was announced (Smithson, 1998). However, 
it did not take long after financial risk began to affect institutions 
for a wide array of financial risk management products to be 
generated to help corporations deal with financial risk. Foreign 
exchange futures were first offered in May 1972. Interest rate 
futures began trading in October 1975. Options on U.S. Treasury 
bonds were introduced in October 1982. Options on foreign 
exchange rates were introduced in December 1982. Additional 
futures, swaps and options, as well as combination products, 
quickly followed. These tools allowed financial institutions and 
other corporations to manage financial risk in the much the same 
fashion that they used for pure risks. 


Unfortunately, these tools were not always used wisely or 
effectively. Since financial risk management was generally not 
handled by the traditional risk management department, many 
of the standards for managing risk were not followed in this area. 
In 1994 alone, due to an unexpected rise in interest rates, the 
following losses from derivatives occurred (Smithson, 1998): 


i. Codelco, Chile's national copper trading company, lost 
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$207 million 
ii. Gibson Greetings lost $20 million 
iii. Procter and Gamble lost $157 million 
iv. Mead lost $7 million 
v. Air Products lost $60 million 
vi. Federal Paper lost $19 million 


vii. Caterpillar lost $13 million 


Even more serious losses from the misuse of derivatives include 


(Jorion, 2001, Holton, 1996): 


i. Barings Bank went bankrupt in 1995 as a result of $1.3 
billion in losses in futures and options trading based on 
the Nikkei 225 and Japanese bonds 

ii. Metallgelsellschaft lost $1.3 billion on oil futures contracts 

iii. Orange County lost $1.8 billion in 1994 from leveraged 
interest rate contracts 

iv. Daiwa lost $1.1 billion from unauthorized derivatives 
trading 

v. Sumitomo lost $1.8 billion from concealed trading in 


copper and derivatives on copper by the head trader 


In many cases, these losses occurred due to the failure to follow 
common risk management practices, such as not having 
transactions verified by an independent authority, not setting 
limits to potential losses or failure to understand the risks to 
which the organization was exposed. Managers and boards of 
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directors were, in some cases, reluctant to question individuals 
who were providing, or at least reporting, impressive profits in a 
new area of financial transactions, and were willing to provide 
authority to these individuals without adequate oversight. The 
fear was that the normal level of oversight, if exercised in these 
areas, would drive a person with extraordinary talent away from 
their firm. Thus, they were lured into risk areas they neither 
understood nor would have accepted. 


Imagine the approach that would have been taken if a traditional 
risk manager, newly hired by a firm, claimed to be able to provide 
insurance coverage through a self-funding strategy at half the 
price that the current providers were charging. What if this risk 
manager wanted to take control of the funds for managing risks 
and wanted to be the person in charge of handling, and reporting, 
all monetary transactions involving this fund, but would not 
provide details about the fund to the company? Despite the 
apparent cost savings, I doubt that any firm would be foolish 
enough to disregard its oversight process in this situation, or to 
provide this person with performance bonuses based on the 
apparent cost savings. Traditional risk management has 
developed a series of checks and balances to prevent such obvious 
abuses. Financial risk management did not initially have this 
level of expertise. One reason for this failure is because 
traditional risk managers abdicated the area of speculative risk, 


exposing many organizations to disastrous losses. 


The basic rule of risk taking, whether it is hazard risk, financial 
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risk or any other form of risk, is that if you do not fully 
understand a risk, you do not engage in it, regardless of what 
profits are claimed or reported. This basic rule is, unfortunately, 
violated by individuals consistently. Promises of impressive 
returns entice many individual investors to participate in 
fraudulent investment schemes. Unfortunately, many 


corporations fell into this trap as well. 


The losses of the mid-1990s led organizations to realize the 
importance of financial risk management. The financial 
instruments that were developed to deal with financial risk were 
complex, and often only understood by those in the financial 
areas of the firm. Thus, the use of these tools to manage financial 
risk was generally not coordinated with the approach used to 
manage other risks. This lack of coordination resulted in a 
number of problems, including the development of a different 
terminology from that used in traditional risk management, 
different measures of risk and different goals. For example, 
traditional risk managers frequently focus on the probable 
maximum loss, the largest loss that could reasonably be expected 
to occur. If that loss exceeds the ability of the firm to cope with, 
then steps are taken to manage that risk, by transferring some of 
the risk to other parties, by reducing loss severity through loss 
control steps or other standard practices. Instead of adopting 
this approach, financial risk managers developed a measure 
termed the Value-at-Risk (VaR). This value indicates the loss 
that the firm would expect to have occur over the selected time 
interval (for example, daily) the selected percentage of the time. 
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Thus, the daily VaR at the 1% level is the loss that can be expected 
to occur once every 100 days. This is not the largest loss that is 
likely to occur, so it does not provide the same level of 
information as probable maximum loss. The daily VaR at the 5% 
level, which is expected to occur once every 20 days, is smaller 
than the 1% value. VaR indicates what losses to expect, not what 
losses could occur. Even the time frame is different, as the 
traditional risk manager is likely dealing with loss probabilities 
over an annual basis, or over the term of an insurance contract, 


while VaR is often based on daily or weekly price movements. 


Another difference between hazard risk and financial risk is the 
degree of independence among separate elements. In hazard 
risk management, risks are frequently independent of each 
other. Thus, the calculation of the number of accidents that a 
pool of vehicles is likely to be involved in during a year is 
determined by assuming that each accident is independent of 
every other accident. Financial risks, on the other hand, are not 
considered to be independent. In many cases, the correlation 
between different financial transactions forms the basis of the 
risk management strategy. Financial risk management considers 
the relationships among different financial variables to construct 
hedges. For example, a firm exposed to long term interest rate 
risk might use futures on short term instruments, due to the high 
correlation between short and long-term interest rates, to hedge 
their interest rate exposure. Financial risk management 
approaches can lead to difficulty when the historical 
relationships between financial variables shift. For example, the 
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hedge fund Long Term Capital Management lost 92 percent its 
value (approximately $4.5 billion) in 1998 when historical 
patterns between variables, including yields on U.S. and Russian 
bonds, changed significantly. 


Thus, the Board of Directors and other managers that are 
determining the overall risk management strategy of the firm are 
likely to receive different types of information on financial risk 
and on hazard risk. The risks are different; the terminology is 
different, and the measures of risk are different. This makes the 
task of coordinating the firm's overall exposure to risk more 
difficult. In addition to desiring a common approach to hazard 
and financial risks, these decision makers have also envisioned 
incorporating other forms of risk, including strategic and 
operational, into the same approach. It is this vision that has led 
to the creation of enterprise risk management. 


3.0. Factors Leading to Enterprise Risk Management 

Many other factors have also contributed to the development of 
enterprise risk management. Recent advances in computing 
power provide the powerful modeling tools necessary to perform 
sophisticated risk analysis for hazard risks, such as catastrophes, 
for financial risks, such as interest rate movements, and for other 
risks. Also, the availability of extensive data bases of financial 
and other information allows users to examine historical 
information to determine trends, correlations and other 
relationships among variables that is essential to enterprise risk 


management. 
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Insurers are also developing an expertise in, and a focus on, 
financial risk management. Some insurers are beginning to 
provide policies that coordinate financial and pure risk. One 
insurer has offered a policy that provides protection against 
foreign currency losses within it insurance coverage (Banham, 
1999). Another insurer provided protection for a utility in which 
the amount of coverage is a function of rainfall, which affect 
utility income (Taylor, 2001). 


Insurers are beginning to utilize the financial markets 
themselves through the securitization on insurance risk. Several 
types of insurance securitization have been developed (ISO, 
1999). The first was the use of exchange traded derivatives. Both 
futures and options on catastrophe risk have been traded on the 
Chicago Board of Trade. Trading in futures began in 1992 based 
on an index of catastrophe losses paid by a number of insurers 
reporting to ISO. In 1995, the index was changed to catastrophe 
losses reported by Property Claim Services, and trading in 
options was instigated. Although neither of these instruments is 
traded currently, their existence provided an impetus for 
insurers to learn about financial risk management tools and 
encouraged subsequent development of other approaches. The 
second approach is through contingent capital. One form of this 
is termed a Cat-E-Put, or catastrophe equity-put. Under this 
contract, an insurer purchases a contract under which the 
counterparty agrees to purchase equity in the firm, at a 
predetermined price, in the event of a catastrophe as defined in 
the contract. This is, essentially, a put option that is triggered by 
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a catastrophe. A third type of securitization is termed risk 
capital, in which an insurer, through an intermediary, issues debt 
on which the repayment of interest and principal is dependent on 
catastrophe loss experience. The debt is not fully repaid if a 
certain level of catastrophic losses occurs. As a result of these 
innovations, insurers have been able to tap the capital markets to 
help spread catastrophic losses. The successes in this area are 
encouraging additional growth into the financial risk 


management field. 


Insurers and risk managers have a significant role to play in the 
field of financial risk management. From the point of view of the 
firm, the risk of a fire that costs the firm $1 million has the same 
impact on the firm's financial position as a loss in its bond 
portfolio of $1 million. Protection is available against both risks. 
A coordinated approach to an organization's risk would be 
preferable to a segmented approach. 


After the shocks of mismanaged financial risks, the failed 
investments in interest rate derivatives, Nikkei 225 stock index 
futures, and the later success that financial risk management has 
had in reducing such exposure, corporations have begun to 
question whether other risks can be handled in a similar, 
integrated approach. 


4.0. Skills Required for Enterprise Risk Management 
Although enterprise risk management represents a return to the 


roots of risk management, in order to be involved with enterprise 
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risk management, traditional risk managers will need to obtain 
some additional skills. The starting point is to learn the 
terminology of finance and financial risk management. Due to 
their importance as potential investments and the growing use of 
this form of financing, often involving insurance guarantees, the 
role of asset backed securities should be given special attention. 
Although new instruments for financial risk management are 
constantly being generated, they can generally be broken down 
into their basic components of forwards, futures, swaps and 
options to be more easily understood. Traditional risk managers 
also need to learn about VaR in order to engage any 


comprehensive risk management process. 


Knowledge of portfolio theory as a method for dealing with 
correlated risks is also critical. Simulation and modeling are also 
important aspects of enterprise risk management. The ability to 
locate, and exploit natural hedges, those conditions that affect 
different aspects of an organization in offsetting ways, is vital as 
well. For example, telephone companies have a natural hedge 
against major disasters (Molnar, 2000). When a disaster strikes, 
the company will suffer a loss to its property, but the higher 
volume of telephone traffic that typically follows a major disaster 
will help offset this loss. However, the basic approach of 
identifying, measuring, evaluating, selecting and monitoring risk 
remains the same. The primary challenge to traditional risk 
managers is to examine all risks that an organization faces, and 


not just focus on those that are insurable. 
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Since enterprise risk management involves so many different 
aspects of an organization's operations, and integrates a wide 
variety of different types of risks, no one person is likely to have 
the expertise necessary to handle this entire role. In most cases, a 
team approach is used, with the team drawing on the skills and 
expertise of anumber of different areas, including traditional risk 
management, financial risk management, management 
information systems, auditing, planning and line operations. 
The use of a team approach, though, does not allow traditional 
risk managers to remain focused only on hazard risk. In order 
for the team to be effective, each area will have to understand the 
risks, the language and the approach of the other areas. Also, the 
team leader will need to have a basic understanding of all the 
steps involved in the entire process and the methodology used by 
each area. 


In assessing the potential losses an organization could 
experience, many items not covered under hazard risk or 
financial risk emerge. The company could suffer a significant 
loss if the chief executive officer was to step down and an 
adequate replacement could not be found. If the reputation of 
one of the company's key products is tarnished by a serious loss 
(Firestone tires, for example), the company could incur 
significant monetary losses. If the firm is found liable for 
underpaying taxes by losing a tax dispute, the required payment 
could be extremely large. A labor dispute could severely impact a 
firm's operations. A failed merger could have repercussions that 
put the firm into a worse financial position than it was in before 
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the negotiations commenced. 


Although these risks are both present and significant, the ability 
to quantify such exposures is far less sophisticated than the 
approach that can be used for most hazard and financial risks. 
The lack of data and the difficulty in predicting the likelihood of a 
loss or the financial impact if a loss were to occur make it hard to 
quantify many risks a firm face. 


One feature of enterprise risk management is the consideration 
of offsetting risks within a firm. Catastrophe losses are one 
example. A major hurricane increases the losses of an insurer, 
but after most disasters people are more likely to purchase 
insurance against future catastrophes. Thus, future earnings 
increase, which can offset, on an enterprise risk management 


approach, the increase in losses the firm has to pay. 


The steps of enterprise risk management are quite familiar to 
traditional risk managers. Shawna Ackerman, a consultant at 
MHL/Paratus Consulting, lists these steps as (Ackerman, 2001): 


=" 


Identify the question(s) 

Identify risks 

Risk measurements 

Formulate strategies to limit risk 


Implement strategies 


ogn oe o N 


Monitor results 
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7. And repeat... 


Another consulting firm lists the steps as (ARI, 2001): 


= 


Identify risk on an enterprise basis 
Measure it 
Formulate strategies and tactics to limit or leverage it 


Execute those strategies and tactics 


y ope WwW oN 


Monitor process 


The steps of enterprise risk management are the same, except for 
minor changes in wording, as those first enumerated by Mehr 
and Hedges in 1963. Enterprise risk management is risk 
management applied to the entire organization. The basic 
approach, the goals and the focus of enterprise risk management 
are the same as those that have worked so effectively for 
traditional risk managers since the field was first developed. 


5.0. Summary and Conclusion 

The impetus for enterprise risk management arose when the 
traditional risk manager and the financial risk manager began 
reporting to the same individual in a corporation, commonly the 
treasurer or chief financial officer. Each risk management 
specialty had its own terminology, its own methodology and its 
own focus. However, each dealt with risk the firm was facing. It 
quickly became apparent that a common approach to risk 
management would be preferable to an individual approach and 
an integrated approach preferable to a separatist approach. The 
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evident success of first hazard risk management and later 
financial risk management has encouraged managers to try to 
include these and other forms of risk in an overall risk 
management strategy. 


Whether this approach succeeds will depend on the ability of 
those involved in the separate risk categories to develop an 
integrated approach and extend it to other areas of risk. This is 
not truly anew form of risk management; it is simply recognition 
that risk management means total risk management, not some 
subset of risks. The new focus on the concept of enterprise risk 
management provides an opportunity for risk managers to apply 
their well established and successful approaches to risk on a 
broader and more vital scale than previously. This is an excellent 
opportunity to advance the science of risk management. 
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